
Welcome to the Macalvins Charities Bulletin – our publication to keep you up to date with news and 
information relevant to the charities sector.

We hope you enjoy reading our Charities Bulletin and that you find it useful. We would welcome your feedback  
on the content, or ideas for topics that you’d like to see featured in future issues. Please get in touch us.
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VAT RULING TO HAVE “WIDE-RANGING” 
IMPLICATIONS FOR CHARITY SECTOR
A recent VAT ruling could cost charities millions of pounds each 
year, experts have said.

The warning comes after the 
European Court of Justice 
(ECJ) ruled that investment 
management services acquired 
the University of Cambridge,  
a registered charity, should 
attract VAT.

According to reports, the ECJ 
was asked to review whether 
a charity, which is able to 
carry out investment activity 
on a “private” basis, can 
view the costs of investment 
management services as part of 
the organisation’s entire overlay 
rather than a direct cost of the 
investment activity alone. 

Up until judgment, the 
university had recovered VAT 
as it considered that it was an 
element of the charity’s entire 
outgoings.

But the ruling means that  
VAT recovery is no longer 
possible, potentially costing  
the organisation and many like  
it “millions of pounds more a  
year in tax”.

Commenting on the decision, 
not-for-profit finance experts, 
the Charity Tax Group (CTG),  
said the ruling is likely to have 
“wide-ranging” implications  
for the charity sector.

“We would hope that HM Revenue 
& Customs (HMRC) will issue a 
Brief to inform charities (and 
other non-profits) as to what  
is expected of them. 

“Charities should take 
professional advice before 
deciding what to do”, said 
Graham Elliott, Technical Adviser 
to the Charity Tax Group, adding 
that he expects HMRC to begin 
assessing how charities have 
been treating VAT on investment 
activity and enforce repayments 
where necessary. 

Charities may also need to 
consider “contingent liabilities 
with their auditors” and be 
proactive in disclosing errors 
where claims have been made 
based on the Cambridge 
University principle, he said.

Commenting on the ruling, an 
HMRC spokesperson said: “We 
are pleased with the court’s 
decision which confirms our 
understanding of the rules.” 

Will this ruling affect your 
charity? For help and advice, 
please get in touch with our 
expert charity finance team.



HOW WILL NEW OFF-PAYROLL 
WORKING RULES AFFECT 
YOUR CHARITY?
With new off-payroll working rules being 
introduced to the private sector from April 
2020, a major tax body has warned charities  
to “plan for the impact”.

The new legislation, known as 
IR35, is being implemented by 
HM Revenue & Customs (HMRC) 
to clamp down on ‘disguised 
employment schemes’.

These schemes are used by 
companies to reduce their tax 
liabilities by engaging with 
a worker through a Personal 
Service Company (PSC). Despite 
working as if they are employed 
by the company, the worker and 
organisation are able to dodge 
taxes, such as National Income 
Contributions (NICs).

Under the new rules, however, it 
will become the responsibility of 
select employers to determine 
whether a worker is an employee 
of the organisation or not, and 
will be liable for tax should the 
incorrect amount be paid.

The Charity Tax Group (CTG) 
expects that the rules could 
increase the costs of compliance 
for charities who exceed the 
annual revenue threshold – 
currently a turnover of £10.2 
million or more, a balance sheet 
total of more than £5.1 million  
or having over 50 employees. 

Commenting on the changes, 
Richard Bray, vice chairman at 
the CTG, said: “It is important  

to appreciate that these  
changes are not about tax 
compliance alone but could 
result in significant increases  
in a charity’s cost base.”

He added: “A further complication 
is that the personal service 
company is likely to continue 
issuing invoices as it has before. 
These will generally include VAT. 
So, changes will be required to 
accounts payable systems which 
will presumably pay the VAT whilst 
the net value of the invoice will, 
in effect, be processed by your 
payroll system. How will this work? 

“My plea is simply that we all 
make the most of the time given 
to us to plan for the impact of 
off-payroll working.” 

UPDATE: HM Revenue & Customs 
(HMRC) has now agreed to not 
include donations and grant 
income as part of the income test, 
meaning fewer charities will fall 
into the large employer bracket.

Do you engage workers through 
a Personal Service Company? 
Get in touch to find out how 
the new rules will affect your 
organisation. 



RESTRUCTURING COMMON AMONG 
SMALL CHARITIES, STUDY REVEALS
A third of charities have chosen to restructure to overcome 
challenges and remain viable, a new study has revealed.

The research, published by  
not-for-profit consultant 
Pilotlight, suggests that 
diversifying income streams  
and cutting costs is helping 
charities further their cause.

Entitled the Small Charity 
Leaders Insight Report, the study 
looks ahead at major obstacles 
and financial challenges faced 
by the sector in 2020, such as 
diversity issues and potential 
political instability.

According to the report, more 
than one in three (37 per cent) 
charities have proactively 
restructured their organisation 
to adapt to modern ways of 
working. Around a third (34 per 
cent) of those have also invested 
in leadership training to support 
their new business model, the 
research adds.

The decision to restructure  
may be influenced by a variety 
of internal and external factors. 
For example, a charity may be 
able to better support its aims if 
it merges with a similar charity 

– around 10 per cent of charity 
leaders say they have plans to 
combine two organisations. 

Likewise, it may be beneficial to 
collaborate with a private sector 
organisation to better serve 
employees or to access finance.

Restructuring may also  
include renegotiating rent with 
landlords or costs with suppliers, 
relocating to a cheaper, more 
efficient premises, taking on 
fewer staff or diversifying the 
talent within your workforce, or 
using technology to automate 
common processes.

Accordingly, around half (48 per 
cent) of charity leaders have 
engaged in addressing “diversity 
deficits” among trustees, staff 
and volunteers, while a further 
28 per cent plan to do the same 
in the future.

Commenting on the report, 
Gillian Murray, Chief Executive 
of Pilotlight, said: “It’s incredibly 
tough for small charity leaders  
to find the time to plan for long-

term improvements 
whilst dealing with 
day-to-day frontline 
challenges but there’s 
lots of evidence that 
doing so can transform 
a charity’s fortunes.”

Co-author Philippa 
Charles added:

“The resilience of 
small charity leaders 
is remarkable and 
should be celebrated. 
Smaller charities tell us 
they struggle to find 
the time and money 
to invest in long-term 
strategy but they also 
fear the risks of failing 
to do so.” 

Is your charity working 
efficiently? For help 
and advice, please 
get in touch with our 
expert team.
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