Policy:

Gift Transfers from Other Charities 

Approval Date:
______________________
Approved By:

______________________
Purpose:

A charity should ensure that gifts or donations it receives from other charities are “designated gifts” in order to ensure that those gifts are counted as charitable activity and not as capital accumulation.
Scope:

Registered Canadian charities were affected by amendments to the disbursement quota in the federal Budget, 2010, effective March 4, 2010. The 80 per cent charitable expenditure rule known as the Disbursement Quota was eliminated and the anti-avoidance measures were strengthened. The disbursement quota is the minimum yearly amount each registered charity must spend on charitable activities or as gifts to qualified donees. A gift by a registered charity to a qualified donee is considered to be charitable activity by the gifting charity. The purpose of the disbursement quota is to ensure spending rather than accumulating charitable funds. 
Note: the Income Tax Act (ITA) needs to be amended to implement the changes. As of the date of this writing (Nov/2010), only draft legislation has been released. Changes to the T3010, Registered Charity Information Return, will also be required.

Two anti-avoidance provisions are included in the draft legislation:

1.  A Reasonable Interpretation - If a registered charity enters into a transaction a purpose of which may reasonably be considered to avoid or delay spending on charitable activities, the registered charity is liable to a penalty of 110 per cent of the amount delayed or avoided. If the gift is to another registered charity, both charities are jointly and severally, or individually liable 

2.  The New “Designated” Gift - If a registered charity receives a gift from a non-arm’s length charity, and the value of the gift is neither spent on charitable activity nor gifted to a qualified donee prior the end of the next taxation year, the receiving charity is liable to be revoked. The full amount of the gift must be spent on charitable activity with no portion reserved for the administrative cost of handling the transfer. The spending obligation is in addition to any capital accumulation disbursement requirement. 
Policy:

To avoid the risk of the penalty being assessed, undesignated transfers between non-arm’s length charities always be deemed as a designated gift to the (you name the account / project ) to which undesignated gifts are assigned). 
_____________________________________________________________________________________
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