                             RUGBY FOOTBALL UNION

Guidance notes on Corporation Tax for Community rugby clubs

This Guide has been prepared by the Rugby Football Union for guidance only. It is an outline guide only and should not be regarded as a substitute for obtaining professional advice from a chartered accountant or tax specialist and the Rugby Football Union cannot accept any liability where clubs or individuals have made decisions based on these notes.
Introduction

Rugby clubs, whether incorporated or not, come within the Corporation Tax (“CT”) regime and should file annual self-assessment returns, even if there is no tax to pay. Some clubs may be unaware of their responsibilities and these notes are designed to increase awareness and to give some guidance on the principal issues which Clubs are likely to face in preparing their Returns and to give some pointers on ways in which tax liabilities might be minimised. Well-managed clubs will be preparing budgets of income, expenditure and cash flow and expenditure should include any corporation tax liability.
HM Revenue and Customs (“HMRC”) have published guidance notes which you may find useful, on “A General Guide to Corporation Tax Self-assessment” (CTSA/BK4) and on “Clubs, Societies and Associations” (IR 46). These are found on the HMRC website or may be obtained from your local tax office. CT return forms may also be printed off from this website.
The fact that your club may not operate as a company or an IPS (Industrial and Provident Society) does not prevent CT being due on its profits: this is because the CT regime applies not only to companies but also to “unincorporated associations”, which phrase includes member clubs.

It is a club’s responsibility to submit CT returns of income and gains, regardless of whether it has received a request to do so from HMRC. Failure to do so may lead to an HMRC enquiry into past years and to interest and penalties on any previously undeclared tax liabilities. 

CT returns must reach HMRC within 12 months from the date to which your club’s accounts are made up. If the accounts are for a period of more than 12 months two returns should be made up, one for the first 12 months and the second for the remaining months.
Any tax due, however, must be paid within 9 months of date to which the return is made up (ie three months before the deadline date for submission). Tax due but not paid by that date will incur an interest charge. Penalties are leviable if a Return is due but not submitted by the due date. 

Moreover, it is a statutory obligation for a club to keep proper records of income and expenditure: if it does not, it would be difficult for it to dispute tax assessments based on estimates made by HMRC.
Even if your club habitually makes losses, returns should nevertheless be made, unless you have a written dispensation from HMRC. Even if you have a dispensation, it may still be preferable to make a return showing losses because losses may then be carried forward and offset should you make profits from rugby activities in the future.

Some clubs may have received an HMRC dispensation from making returns, during the period (1 April 2002 to 31 March 2006) if their profits fell within the £nil rate band on the first £10,000 of taxable profits. On 1 April 2006, the £nil rate band ceased and  the  band  on  profits,  however small, below £300,000, became 19% (20% from 1 April 2007 and 21% from 1 April 2008). Clubs should check the wording of a dispensation because they may find it was limited to the duration of the £nil rate band and no longer applies, therefore. 

Is all our income taxable?

Not necessarily. There are several valuable exceptions.
· Community Amateur Sports Clubs (“CASC’s”). Amateur clubs, whose income does not exceed certain limits, and which plough all profits back into their rugby activities, may apply to HMRC for registration as a CASC. Once registered a club’s trading income is exempt from CT as is rental income (subject to a separate limit). If your club is already registered, please refer to the separate section on CASC’s in this Community Rugby area of the RFU website. CASC’s must make their tax returns on a special form (which is available on the HMRC website). If your club is not at present registered, you should nevertheless read the CASC section and consider whether you might benefit from registration. There is also a very helpful website at www.cascinfo.co.uk
· Mutuality. If your club constitution forbids distributions of profits but provides for surpluses on a winding-up to be paid only to members, it is likely that you will be able to claim exemption from CT on profits made on transactions with members eg membership fees, match fees and bar and food sales etc. This is because of the tax principle that a person may not make a taxable profit out of himself – the mutuality principle. If your constitution contains the relevant conditions, you do not need to register mutuality status with HMRC – just include the calculation with your tax return. Because it is the profit (not the turnover) on these transactions which is exempt from CT, apportionments of expenses are necessary between sales to members and to non-members. Under the same principle, losses on sales to members are not deductible to a club which calculates its tax position using the mutuality principle: if your calculation shows such a loss and your computations are not normally done claiming mutuality, you should not use this method as it will result in a reduction in the amount of losses which may be claimed against other income or against future trading profits. Calculations are often complex – detailed notes on mutuality are the subject of notes to be posted shortly in a separate section in the Community Rugby area of this website.
· Charitable status. Amateur clubs whose membership is not restricted may be established in a way which renders them eligible to register as a charity with the Charity Commission. Subject to some minor exceptions (which can usually be avoided with planning), all income including investment and rental income of a registered charity is exempt from CT.  There are considerations other than tax in a decision to become a charity – no distributions to members  will be permitted, even in a winding up and the interests of the charity may not always coincide with the interests of the current club members. Professional advice should be taken on the advantages and disadvantages before applying for charitable status. Charities are required to submit CT Returns on a special form, also available on the HMRC website.
· Non-trading. Where a club’s only source of income is from its members, it may be possible to persuade HMRC that the club is not trading and, as a result, has no income liable to CT. If such an exemption is looked for, it is strongly advised to obtain the written agreement of HMRC. 

What figures go on the CT Return ?
Subject to the exemptions shown in the previous sections and to certain adjustments to accounting profits which have to be made in accordance with general tax principles, the figures going into your Return will reconcile to the figures shown in your club’s financial statements. Both the reconciliation and the financial statements should be submitted with the Return to HMRC, as should the calculation of any mutual profit if mutuality exemption is being claimed. Clubs whose tax liabilities are not expected to exceed £100 per annum may be able to claim exemption from submitting returns – this exemption is reviewed by HMRC at 5-yearly intervals.
Completing a CT return
The Return form to be completed is a CT 600, which comes in two sizes – normal and short-form. The short-form is much simpler and will be adequate in most club situations. The forms are available on the HMRC website (Forms-corporation tax)
The UK tax system is based on the identification of different categories of income. Each of these has separate rules of calculation and needs to be entered in its own space in the Return: fortunately the income of a typical rugby club will need to use only a few categories. References in the remainder of this section are to boxes in the form CT 600 (Short) (2008) Version 2.

A) Interest income. Enter the gross amount received at box 6. Any income tax deducted at source from this income is entered at box 84.
B) Interest payable. Enter loan interest payable (but not overdraft interest, which is treated as a trading expense). Add donations to registered charities and enter the total at box 35 
C) Investment income. Dividends from UK equities on Ordinary and Preference shares are not taxable and are entered at box 38.

D) Rental income. This includes hiring your club-house or your pitches to third parties. Directly related expenses (eg proportions of rent payable, rates, services, repairs, insurance etc.) should be deducted and the net amount entered at box 11.
E) Capital gains. If you have disposed of a chargeable asset (eg land or buildings) in the year, you have probably incurred a capital gain (or loss). The calculation is likely to be fairly complex and it would be advisable to involve a tax specialist, especially if the proceeds are being re-invested in other capital assets or you have capital losses brought forward from an earlier year which should normally reduce the taxable amount.
F) Trading income. This will cover all or most of your income and expenditure which does not fall into categories A) to E) and includes match fees, gate and programme receipts, bar and catering sales, kit and merchandise sales, sponsorship income, advertising income (including perimeter boards), grants from the RFU and fundraising income. Grants from the Rugby Football Foundation are usually made in respect of capital projects, in which case they are not taxable as income. Grants from other sources made in respect of particular expenditure are deducted from the relevant expenditure, whether capital or revenue. Donations for which no consideration is given are not taxable and may be excluded altogether.
G) Trading expenditure. Expenditure incurred ‘wholly and exclusively for the purposes of the trade’ is deductible against trading income in arriving at the taxable profit. This will comprise, with a few exceptions, the expenditure which has not already been offset against other (eg rental) income or shown separately (eg interest payable). Capital expenditure cannot be offset, neither can depreciation or amortisation of capital assets. Instead, a system of capital allowances is allowable on items which qualify as plant and machinery. A list of items which qualify, by no means exhaustive, is shown in the next section. Disallowable VAT can be treated as an expense by adding it to the relevant expenditure. 

H) After substituting the capital allowances claim for the depreciation charge in your accounts, the total of allowable trading expenditure should be deducted from the total of trading income. If you are claiming mutuality the expenditure should be allocated at this stage between income from members and from non-members. The net result should be entered in box 3 if a profit or box 30 if a loss.
Capital allowances
In lieu of depreciation, capital allowances are deductible in respect of capital expenditure on ‘plant and machinery’. This term is not defined in the Taxes Acts and the courts have often been occupied in deciding what qualifies and what does not. Allowances are claimed, in the year of purchase, on a percentage of cost and, thereafter, on a percentage of the unexpired balance. The percentages claimable vary according to the type of expenditure. For major projects, such as a new club-house or extension, specifications may not identify the cost of individual items. It is often advisable to obtain the advice of a quantity surveyor to identify and cost eligible items. Some examples of qualifying expenditure for rugby clubs are as follows.
Ground

Goal posts, mowers, tractors, scrummaging machines, turnstiles (but not perimeter fencing), advertising boards, floodlighting, scoreboards.

Grandstand

Seating, public address system, toilet ware and water supply (except mains supply). Electricity sub-stations.
Other items, such as exit doors and gangways, lighting etc. which would not normally qualify as ‘plant and machinery’, should do so if they are required in order for your local authority to issue a certificate under the Safety at Sports Grounds Act 1975: it is important to obtain a list of requirements in writing from the local authority before incurring the expenditure, particularly if you are building a new stand.

Clubhouse

Gym equipment, changing room racking, lockers, seating, baths, showers etc. Furniture , carpets (but not stuck-down tiles), cupboards, televisions, heating, air conditioning, kitchen equipment including cupboards, cookers, fridges, lifts, extractor fans. Security equipment, CCTV’s and cameras including wiring. Office equipment, telephones, computers, shelves, desks etc
Vehicles

Cars and vans.

Rates of capital allowance

These are changed from time to time. Rates current at the date of these notes are as follows.

Type of expenditure                                                                                                %

Energy saving plant eg qualifying heating and air conditioning,

pipework, insulation etc                                                                                         100

Long life assets (useful economic life of 25+ years)                                               10 

Integral features (eg electrical and cold water systems)                                          10

Other plant and fittings  -- annual investment allowance on first £50,000            100

                                        -- writing down allowance (on unexpired balance)          20

[Cars  costing more than £12,000 – maximum amount of writing down £3,000]

Planning points
Some ways in which your corporation tax liabilities might be mitigated are

· Trading losses are offsettable against current year income and gains. Any excess may be claimed to be carried back against profits of the previous year (this period is extended to three years if the current Finance Bill becomes law, for losses incurred in accounting periods ending between 6 April 2008 and 5 April 2010).

· ‘Enhanced’ capital allowances of 100% are available on energy saving plant so long as they appear on the approved list published by the Treasury.

· Trading losses may be carried forward but only against future years’ trading profits. Normally capital allowance claims should be maximised but if this creates excess losses which cannot be utilised by carry back, it may be preferable to disclaim an amount of capital allowances and the resulting higher remaining cost creates higher allowances in subsequent years possibly creating a higher loss to offset against non-trading income (eg a capital gain).
· Capital gains may be rolled over into qualifying assets which are acquired in the four year window commencing one year before and three years after the disposal on which the gain is made. This will usually be preferable to offsetting trading losses, which may be used elsewhere.
· Sponsorship deals which involve a mixture of advertising and box hire may be improved for the sponsor by generous but reasonable allocations of the total to advertising (on which the sponsor can obtain tax deductibility and VAT recoverability) as opposed to the corporate hospitality element (on which he cannot).
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