The Corporation of the
TOWN OF MILTON

Report to: Mayor G.A. Krantz & Members of Council

From: Linda Leeds, Director, Corporate Services and Treasurer
Date: 25 June 2012

Report No. CORS-054-12

Subject: Charitable Donations Receipt Policy

RECOMMENDATION: To approve the Charitable Donations Receipt Policy as
outlined in Appendix A of CORS-054-12;

AND THAT the Department Head of the lead department and
the Director, Corporate Services and Treasurer be authorized
to enter into written agreements for gifts in kind.

REPORT

Background

The responsibility for the management and administration of donations for the
centralized preparation and issuance of donation tax receipts for all donations received
by the Town, rests within the Finance division of Corporate Services. As a corporate
service, Finance is responsible for documentation and communication of policy and
procedures related to official donation receipts and the subsequent training of
department staff on these established protocols.

A Council approved policy for the issuance of charitable donation receipts will provide
consistency for application; ensure compliance with Canada Revenue Agency
regulations, and will provide guidance to Town staff and stakeholders in planning
fundraising programs.

Discussion
Under Income Tax Act, 1985, the Corporation of the Town of Milton is classified as a

“qualified donee” for charitable donations, and as such, without a registered charity
number is afforded the same privileges as a charitable organization.
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According to sections 110.1 (1) (a) and 118.1 (1) of the Income Tax Act, Canadian
municipalities are permitted to issue receipts for charitable donations. These donations
may come in the form of cash or in kind.

The Town has issued donation tax receipts for a number of years for various fundraising
and sponsorship initiatives stemming from its own activities. Over the last five years,
the Town has issued 617 receipts with a value of $4.48 million dollars.

The purpose of this policy (Appendix A) is to formalize the charitable donations receipt
program, including accounting for donations of cash or in-kind made to the Town. This
policy also outlines the standards for evaluating donations in accordance with Canada
Revenue Agency guidelines, and will serve as the foundation for standard operating
procedures for issuing official charitable donation receipts to donors for income tax
purposes.

For information purposes, Appendix B is a summary of the changes to the rules for
Issuing donations receipts by municipalities that had come into effect on January 1,
2012 as a result of the 2011 Federal Budget. Appendix C is an excerpt from Canada
Revenue Agency’'s (CRA) Policy Commentary regarding gifts of services.

Relationship to the Strategic Plan

A responsible, cost effective and accountable local government

Financial Impact

There is no financial impact associated with this report.

Respectfully submitted,

Linda Leeds, C.G.A.
Director, Corporate Services and Treasurer

LL:zk
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If you have any questions on the content of this report: Zaneta Kowalik, 905-878-7252 ext 2122

Attachments:  Appendix A: “Charitable Donations Receipt Policy”
Appendix B: “Summary of changes to the rules for issuing donations
receipts by municipalities”
Appendix C: “CRA Policy Commentary regarding Gifts of Services”

CAOQ Approval:




Appendix A
CHARITABLE DONATIONS RECEIPT POLICY

Policy Statement: The Town of Milton will issue official donation receipts that qualify as
charitable donations. If requested, the Town will issue official receipts to donors for
eligible donations with a net cash value or net fair market value of $20 or more.

Purpose: The policy formalizes the charitable donations receipts program, including
accounting for donations of cash or in-kind made to the Town.

This policy also outlines the standards for evaluating donations in accordance with
Canada Revenue Agency (CRA) guidelines.

This policy will serve as the foundation for standard operating procedures for issuing
official charitable donation receipts (official receipts) to donors for income tax purposes.

Scope: The policy applies to all departments within the Town of Milton; to all
agreements between the Town and organizations and individuals that contribute either
financial or in-kind to the Town’s operations, programs, services or facilities.

Definitions:
a) Charitable donations — voluntary transfers of tangible property, including cash.

b) Donations in-kind — tangible property, other than cash, that are eligible
donations.

c) Fair Market Value (or Valuation) — The highest dollar value that a property
would bring in an open and unrestricted market, between the willing buyer and
the willing seller who are acting independently of each other. The fair market
value of a property does not include taxes paid; taxes are costs incurred by the
purchaser.

d) Net Amount of Donation — The fair market value of the donation less any
advantage/benefit received or to be received as a result of the donation.

e) Non-Qualifying Donations — donations that cannot be acknowledged with
official donation receipts for income tax purposes, in accordance with CRA
guidelines.

Policy Guidelines:

To be eligible for an official receipt, the donation has to:
e Be made payable to the Town, and
e Be in cash or in kind; and



Be voluntary; and
Be supportive of Town’s mandate or beneficial to the community of the Town of
Milton;

Donations in-kind may be accepted only after the following has been assessed:

Compliance with Town by-laws and/or policies

Compliance with the laws, conventions and treaties of the other levels of
government

Consistency with the Town’s priorities, mandates and strategic and business
plans

Associated risks (e.g. financial risks, political risk, health and safety issues)
Condition of the donation

Value of the donation

Usefulness of the donation to the Town

Cost/benefit analysis, if determined by Director, Corporate Services and
Treasurer to be necessary, would consider installation, storage, maintenance,
renewal, replacement and relevant costs;

Written valuation of donations in-kind, done within the last 6 months, shall be submitted
with the requests for official receipt and is to meet the following requirements:

$1,000 or less:
» appraisal by knowledgeable internal staff; plus
» valuation from online auction and shopping website

Over $1,000:

» external appraisal by an independent and arm’s length competent individual is
required,;

» responsibility and the costs associated with obtaining a qualified appraisal
shall be determined by the departmental director.

Authority for acceptance or denial of donations in-kind with appraised value of:

Under $1,000 — Division Manager

Under $50,000 — Department Head and the Senior Manager, Finance

$50,000 and more — requires a written agreement of the value of the donation
developed in advance by the Department Head of the lead department and the
Director, Corporate Services and Treasurer.

$250,000 and more — Council approval

Non-Qualifying Donations that cannot be acknowledged with official donations for
income tax purposes, in accordance with CRA guidelines:

Intangibles such as services, time, skills, effort

Donations that are given to the Town intended as a flow through to a specified
recipient who does not have charitable organization status.

Donations of business marketing products such as supplies and merchandise



e Sponsorship in the form of cash, goods or services toward an event, project,
program or corporate asset, in return for commercial benefit (i.e. logo placement
or presenting sponsorship). The intent of a sponsorship is to enhance the image
and marketing opportunities of the sponsor in its target market and/or the
community. Sponsorships are reciprocal arrangements benefiting both parties.
Usually the cost to the sponsor is categorized as a business expense.

References:

Under Income Tax Act, 1985, the Corporation of the Town of Milton is classified as a
“qualified donee” for charitable donations, and as such is afforded the same privileges
as a charitable organization without a registered charity number.

According to sections 110.1 (1) (a) and 118.1 (1) of the Income Tax Act, Canadian
municipalities are permitted to issue receipts for charitable donations. These donations
may come in the form of cash or in-kind.

Roles:

Accountability:

Senior Manager, Finance

Signing Authority:

Online Donations as well as offline donations up to $10,000 —
Coordinator, Accounting to sign official donation receipts on
behalf of the Corporation of the Town of Milton with Senior
Manager, Finance as backup.

For offline donations over $10,000, Senior Manager, Finance to
sign official donation receipts on behalf of the Corporation of the
Town of Milton with Director, Corporate Services and Treasurer
as backup.

Responsibilities:

Coordinator, Accounting — for maintaining the Charitable
Donations Receipt Policy and related standard operating
procedures, communication of policy and procedures to
departmental staff, advising staff on eligibility of charitable
donations and review donation accounts analysis prepared
by staff.

Accounting Analyst — responsible for issuing official donation
receipts in compliance with the CRA guidelines and maintain
records according to the CRA requirements.

Departmental staff accepting donations — responsible for
compliance with the Charitable Donations Receipt Policy and
any related standard operating procedures; ensuring process
has been followed; in-kind donations are properly assessed,
donation accounts are reconciled; and official donation
receipt requests are accompanied by necessary
documentation with proof of valuation.




Appendix B — For Information Only

Changes to the rules for issuing donations receipts by municipalities

Prior to 2012, municipalities were under “qualified donee” status under the Income Tax
Act, and are allowed to issue official donation receipts for charitable donations that give
donors tax reliefs.

Effective January 1, 2012 municipalities are required to comply with additional
requirements to issue donation receipts. The following are changes included in the
2011 federal budget which received Royal Assent on June 26, 2011

Municipalities are required to be on a publicly available list maintained by the
Canada Revenue Agency (CRA) in order to continue to be recognized as qualified
donees.

Municipalities are required to abide by the rules prescribed by the Income Tax Act in
relation to the issuance of official donation receipts. If the municipality fails to issue
a donation receipt in accordance with Income Tax Act, CRA can revoke the status of
the qualified donee and suspend the receipting privileges.

Municipalities are required to:

>
>
>

Issue receipts only for transactions that qualify as charitable donations;
Properly establish the fair market value of donations in-kind; and
Ensure that receipts contain accurate and complete information.

Municipalities are required to include the same information as registered charities:

VVVYYY

VVVY VYV V

A statement saying that it is an official receipt for income tax purposes
Charity’s business registration number, name, address as recorded with CRA
Serial number of the receipt
Place or locality where the receipt was issued
For cash donation, the day and year on which the donation was received
If the donation is in-kind:

= The day on which the donation was received,;

= A brief description of the donation; and

= The name and address of the appraiser, if an appraisal was completed
The day on which the receipt was issued, if differs from the date on which the
donation was received
The full name (including middle name) and address of the donor
The amount of the cash donation, or if the donation is in-kind, the fair market
value or deemed fair market value, if that rule applies
Value and description of any benefit/advantage received by the donor
Eligible amount of donation less any benefit/advantage
Signature of an authorized individual to acknowledge donations
Name and website address of the Canada Revenue Agency



Municipalities are required to maintain proper books and records supporting any
official donation receipts issued, and provide access to those books and records to
CRA upon request. If the municipality fails to do so, CRA can revoke the status of
the qualified donee and suspend the receipting privileges.

Currently, according to section 230(2) of the Income Tax Act, registered charities are
required to “keep records and books of account at an address in Canada recorded
with the Minister or designated by the Minister containing:
a) Information in such form as will enable the Minister to determine whether
there are any grounds for the revocation of its registration under this Act;
b) A duplicate of each receipt containing prescribed information for a donation
received by it; and
c) Other information in such form as will enable the Minister to verify the
donations to it for which a deduction or tax credit is available under this Act”

Copies of receipts must be kept for two calendar years after the end of the calendar
year to which the receipt applies.
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The following is CRA Policy Commentary regarding Gifts of Services:
Release Date: March 29, 2000

Reference Number: CPC-017

Subject: Official donation receipts — Whether gifts of services qualify as charitable
donations

Purpose: To clarify the Directorate’s policy regarding gifts of services.

Commentary:

1. The Income Tax Act currently permits a registered charity to issue official
donation receipts for income tax purposes for donations that legally qualify as

gifts.

2. Contributions of services, that is, of time, skills or efforts, are not property, and
therefore they do not qualify as gifts for purposes of issuing official donation
receipts. Accordingly, a charity cannot issue an official donation receipt for
services rendered free of charge. However, it may be possible to issue a receipt
when a right to reimbursement for any actual expense incurred on behalf of a
registered charity has been established. See Policy Commentary CPC-012, Out

of pocket expenses for more information.

3. A charity may issue an official donation receipt if a person provides a service to
the charity, the charity pays for the service, and the person then returns the
payment to the charity as a gift. In such circumstances, two transactions have
taken place, the first being the provision of a service and the payment flowing

therefrom, and the second being a gift proper.

4. The parties should be advised to proceed by way of an exchange of cheques.
This ensures the presence of an audit trail, as the donor must account for the
taxable income that would be realized either as remuneration (in which case the

charity may also be required to issue a T4 slip) or as business income.

5. A charity should not issue an official donation receipt to a service-provider in
exchange of an invoice marked "paid”. While this procedure does establish an
audit trail, it raises questions as to whether in fact any payment has been
transferred from the charity to the service-provider which in turn is being gifted

back to the charity.

References:

Gifts and Official Donation Receipts, IT-110.
Income Tax Technical News, Issue 26.
Gifts of services, CPC-017.

Out of pocket expenses, CPC-012.
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