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Advice to Ministe r 

Regulatory framework - Charities 

• The CRA registers charities under the Income 
Tax Act, and monitors the charitable sector to 
ensure continued compliance with the 
requirements of the Act. 

• A registered charity is exempt from income tax 
and can issue official donation receipts . 

Given this generous tax treatment, the /\ct restricts 
how they can use their resources, including for 
political activities 

' 

• There are just under 86,000 registered charities. 

• Over $14 billion of receipts were issued for gifts 
in 2012, which resulted in approximately $3.5 
billion of foregone tax revenue. 

Advice to Minister 

Regulatory framework -
Non-profit organization 

• The income tax exemption for NPOs has 
changed little since its introduction in 1917. 

• The CRA conducted an NPO Risk Identification 
Project which issued a report in 2014. 

• The C RA found that a significant portion of 
incorporated organizations would fail to meet at least 
one of the requirements set out in paragraph 149(1)(~ 
of the Act. 

• Budget 2014 called for a review into whether the 
income tax exemption for NPOs remains properly 
targeted and whether sufficient transparency and 
a=untability provisions are in place. 

• The CAA remains supportive of such a review 

' 

< 

Advice to Minister 

Overview 

1. Regulatory framework 

2. Political activities rules 

3. Budget 2012: Political activities initiative 

4. Next steps and options 

5. Annex: The Charities Program at the CRA 

Advice to Minister 

Regulatory framework -
Non-profit organization 

• Under paragraph 149(1 )(I) of the Act , a non-profit 
organization (NPO) is one that: 

• does not meet the requirements to be a charity; and 

• operates for any purpose exc ept profit 

• NPOs are exempt from income tax. 

• NPOs cannot issue offici al donation receipts, but 
have fewer restrictions on the use of their resources 
than charit ies do. 

• Statistics Canada estimates the number of NPOs to 
be about the same as registered charities. 

Advice to Minister 

Regulatory framework -
Federal responsibilities 

• The Department of Finance is responsible for the 
development of tax legislation, including the 
Income Tax Act. 

• The CRA is responsible for the administration of 
the Income Tax Act, which contains a number of 
provisions relating to registered charities. 

• The C RA often relies on the common law to interpret 
provisions as many key t erms relating to charities are 
undefined in the Act 

• These interpretations can evolve over time as a result 
of court decisions. 
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Advice to Minister 

Political activities rules for charities 

• Chari1ies make a valuable con1ribu1ion 10 1he 
developmen1 of public policy. 

• Accordingly, 1he Ac1 permi1s a charily 1o devo1e (as 
a general rule) 10% of i1s resources 1o non-partisan 
poli1ical ac1ivi1ies to support i1s charitable purposes. 

• In short, a poli1ical ac1ivi1y communica1es 10 1he 
public 1hat a law, policy, or decision of governmen1 
should be retained, changed, or opposed. 

• Some ac1ivi1ies 1ha1 also influence public policy can 
be considered chari1able , and no1 poli1ical, such as: 

• representations made directly to government; and 

• public awareness campaigns. 

Advice to Ministe r 

Budget 2012 -
Reporting and education 

• The annual informa1ion re1urn for chari1ies was 
amended 10 include a new schedule 10 cap1ure 
more informa1ion on chari1ies' poli1ical ac1iv i1ies. 

• Several new educa1ional products were developed 
10 be11er inform chari1ies and 1he public more 
broadly, including: 

• webpages explaining and highlighting key concepts, 
including a self-assessm ent tool and FAQs; 
a speaker's kit; 
an updated webinar/webcast; and 

a three-part video series. 

Advice to Minister 

Budget 2012 -
Compliance: Audit selection 

• The Charities Directorate sel ec1ed the files for audit by 
using indicators from a variety of sources, such as: 

self-repor1ing from charities' annual information returns, 
• com paints from the pul:Jic, and 

• referrals from within the Charities Directorate 

• Files were selected for audit if officers detected 
possible non-compliance. 

• Charities from all four categories of charitable purposes 
are represented: 

Relief of pover1y 

A dvancement of religion 

Advancement of education 

Other purposes beneficial to the community as a wihole 

< 

Advice to Minister 

Budget 2012 -
Political activities initiative 

• Budge! 2012 recognized 1he importan1 role played 
by chari1ies in developing public policy, but 
expressed concern some chari1ies were no1 
following 1he rules for poli1ical ac1ivi1ies. 

• The Governmen1 provided 1he CRA's Chari1ies 
Direc1ora1e wi1h $13 million over five years 10 
implemen1 adminis1ra1ive measures 10 address 
poli1ical ac1ivi1ies, including enhanced: 

• transparency I reporting for charities; 
• educational resources; and 
• compliance activities 

Advice to Minister 

Budget 2012 - Compliance 

• The Chari1ies Direc1ora1e is carrying ou1 60 
poli1ical ac1ivi1ies-focused audi1s over four years, 
approxima1ely 1.6% of 1he 1o1al es1ima1ed 3, 700 
charily audi1s during this lime: 

2012-13-10 audits 
2013-14- 20 audits 

2014-15- 20 audirs 

2015-16 - 10 audits 

• All audits, including !hose focused on poli1ical 
activit ies, follow an "educa1ion firs!" approach. 

• No charily is revoked for minor infrac1ions or 
simple misunders1andings (e.g., devo1ing jus1 
over 10% of i1s resources 10 poli1ical ac1ivi1ies). '° 

Advice to Minister 

Budget 2012 -
Compliance: Audit results 

• As of Sep1ember 30, 2015, 1he Chari1ies Direc1ora1e 
has comple1ed 28 audi1s, wi1h 1he following results: 

No problem found 1 
Education letter sent to charity explaining rules 7 
Charity to sign agreement to comply in the future 13 

CRA proposes to revoke charitable status 5 
Charity voluntarily requests revocation 
Registration annulled (registration determined to have 
been in error - charity retains all its assets) 1 

• Overall, chari1ies have been largely compliant wi1h 
1he poli1ical activi1ies rules. 

• Tracking and reporting issues are the most common 
problem identified by the audits ,, 

• Some partisan political activities have also been found 
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Advice to Minister 

Budget 2012 -
Compliance: Audit results 

• In lhe five cases where lhe Charilies Direc1ora1e 
has proposed lo revoke a charily's regis1ra1ion, 
serious non-compliance issues unrelaled lo 
polilical ac1ivi1ies have been uncovered, such as: 

• carrying out non-charitable activities; 

• failure to direct and control the use of resources; and 

• making gifts to non-qualified donees. 

• If lhese audils had nol considered polilical 
ac1ivi1ies, lhe Charilies Direc1ora1e would slill have 
pursued revocalion . 

. 24(1) 

Advice to Ministe r 

Options: 2015 Election commitments 

• The Liberal Party plalform included: 
allowing charities to work free from political 
harassment; and 

2 modernizing the rules gov erning th e charitable sector 
and non-profit sector, including: 
a) clarifying the rules governing "pol itica l activit y" ; and 

b) a new legis lative f ramework to strengthett the sector that 
would emerge from this process 

' • The Minisler of Nalional Revenue could lake 
action lo address 1 and 2 (a). 

• The Minisler of Finance, however, would 
ul1ima1ely be responsible for 2(b), legislalive 
changes. 

Advice to Minister 

Options - Phase 1: Press release 

• A Minislerial press release could announce: 
• The Minister's decision on how to proceed with the 

audit program and, if necessary, the decision on how 
to proceed witt 24(1) 

• There was no impropriety in the Charities 
Directorate's selection of files for audit 

• That th e audits have found charities to be largely 
compliant with th e political activities rules, though in 
some cases other are as of serious non-compliance 
were identified. 

• The formal delegation of Ministerial responsibility for 
charity audits 

Future engagement with the sector on clarifying the 
rules governing political activities. 

' 

Advice to Minister 

Budget 2012 -
Compliance: Remaining audits 

• There are 26 audils in progress, and 6 1ha1 were 
placed on hold when lhe eleclion was called and 
have ye11o begin. 

• Of lhe 26 audils in progress, 18 are nearing 
complelion and lhe Charilies Direc1ora1e currenlly 
an1icipa1es 1ha1: 

• at least '• '' will be addressed through compliance 
agreements to comply in the future; and 

• '''' "flay lead to the CRA pursuing revocation of 
registration 2 4 ( 1 ) 

Advice to Minister 

Next Steps - Overview 
• The Minister of National Revenue could choose lo lake 

action in 1wo phases. 
• Phase 1 Announce decisions on the pci itical activities program 

in a press release 

Option 1 Decide the path forward for remain ing audits 

• Opti on 2 21 ( 1 )(b) 

• Phase 2: 21 (1 )(b) public report, and sector 
engagement 

Ontion 3 21 ( 1 ) (b) 
Option 4: Put> ish an annual public report on the charities 
µogram 

Option 5: Engage the sector in consultations on clarifyinl< the 
rules governing "political activities" 

Advice to Minister 

Options - Phase 1: Audit program 

• Option 1a: 

21 (1 )(b) 
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Advice to Minister 

Options - Phase 1: Audit program 

• 21 (1 )(b) Complete the 26 audits in progress, but 
do not start the remaining 6. 

• This would ensure most of the resources received through 
Budget 201 2 are used as intended. 

21 (1 )(b) 

Ootions - Phase 1: Advice to Ministe r 

· 21 (1 )(b) and 24(1) 

' 

Options - Phase 2: 
Annual public report 

• Option 4: Annual public report 

Advice to Minister 

• The Minister could announce a new annual public 
report on the charities program. 

• While the Charities Directorate posts a Charity 
Program Update (CPU) on its website each year, 
an annual report would be an opportunity to: 

• more actively promote the content of the CPU to the 
public; 

• raise the profile of the Charities Directorate by outlining 
its work and accomplishments; and 

• affirm its contribution to a strong regulatory framework 

• The report could be issued by the Charities 
Directorate 

' 

< 

Advice to Minister 

Options - Phase 1: Audit program 

21 (1 )(b) 

Options - Phase 2: 
Advice to Minister 

21 (1 )(b) 

0 t
. p h Advice to Minister 

p ions - ase 2: 
Sector engagement 

• The Charities Directorate is reviewing its guidance 
products on political activities to decide if they require 
updating. 

• The Minister could also initiate a formal consultation 
with the charitable sector to facilitate the review by: 

• Option 5a -forming a Ministerial council, as with the 
Ministerial Advisory Council on Social Innovation (2013); or 

• Option 5b - calling for a round table discussion, as with 
the Joint Regulatory Table (2000) that examined the 
regulation of the voluntary sector. 

• Any consultation on political activities should take into 
account other sector consultations that may be 
ongoing (for example, by Employment and Social 
Development Canada or the Department of Finance). 
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Options - Phase 2: 
Advice to Minister 

Sector engagement 

• While the CRA could implement changes to its 
guidance products, sector engagement could also 
lead to recommendations for legislative change. 

• Any changes to the legislation would need to follow the 
budget process led by the Minister of Finance 

• The sector engagement would need to be closely 
coordinated with the Minister of Finance so that 
expectations are managed. 

• The Agency would require additional resources if a 
decision were taken to establish a Ministerial 
council or sector roundtable. 

Advice to Ministe r 

The Charities Program at the CRA 

1. CRA as Charities Regulator 

2. Registered Charities Profile I Basics 

3. Applying for Registration I Decision framework 

4. Maintaining Registration: Compliance, 
Education and Support 

5. Security, Transparency and Confidentiality 

6. Legislative and Policy Changes 

Advice to Minister 

The CRA as Charities Regulator 

• The CRA's Charities Directorate is responsible 
for the provisions of the Act pertaining to 
registered charities, which includes: 

reviewing ai:;plications for charitable registration; 

monitoring the activiti es of reg istered charities to ensure 
compl iance with the Act 

revocation and annulment of charitable reg istration 

• The Charities Directorate also regulates the 
activities or receipt issuing privileges of certain 
other qualified donees, such as: 

Registered Canadian Amateur Athletic Associations (ACAAAs) 

Registered Canadian murncipatities 

Registered prescribed universi ties 

Annex 

Advice to Minister 

The CRA as Charities Regulator 

• The Constitution Act gives the provinces and 
territories jurisdiction over charities, but few 
exercise this power 

• The CRA administers the Income Tax Act, which 
gives charities a number of lax advantages, such 
as: 

• exemption from income tax; and 

• the ability to issue official donation receipts 

• The CRA registers organizations and ensures 
they continue to comply with the requirements of 
the Act, making the CRA the de facto regulator of 
charities. 

Advice to Minister 

The CRA as Charities Regulator 

• The Charities Directorate is also responsible for 
administering the Charities Registration (Security 
Information) Act (CRSIA): 

Introduced in December 2001 as Part 6 of the Anti· 
Terro rism Act 

Allows the CRA to play a key role in preventing and 
suppressing fund raising and other forms of material 
support to terrorism 

CRSIA provides new grounds for refusing or revoking 
registration relating explicitly to support for terrorism 
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Advice to Minister 

The CRA as Charities Regulator 

• There are approximately 280 employees in the 
Charities Directorate located in Ottawa 

• In addition, there are more than 50 field auditors 
that carry out audits of charities across Canada 

• Functions 
Registration 

Education (outreach) and client seivice 

Compliance 

Policy 

National security 

Advice to Ministe r 

Registered Charities - the Basics 

Purposes 

Registration 

Tax receipts 

Returns 

Tax exemption 

Winding up 

Must be established and operated 
exdusively fcr charitable purposes 

Must apply to CAA for registration 

Can issue official donation receipts fcr 
in come tax purposes 

Must f i!e an annuat information return 

Exempt from income tax 

Must disburse remaining resources to one 
or more registered chant1es 

Advice to Minister 

Maintaining Registration 

• In order to maintain registered charitable status, 
charities must: 

File an annual information return and f inancial statements 

Continue to cperate fcr exclusively charitable purposes 

Meet an annual disbursement quota requirement (generally 3_5% of 
investments net used on charitable activity or administratioo) 

• The Act permits a charity to engage in: 
Noo-part1san political activities within prescribed limits (generally 
101'0 of resources) 

Reasonable administration and fundrais1ng 

Business activities provtded these are related to the chanty's 
purposes or run substantially by vo!unteers 

< 

Registered Charities - Profile 

B5,BB9 registered charities in 
Canada 

Charitable organizations (BB%); 
public foundations (6%); private 
foundations (6%) 

Over 4,000 applications and 
1 ,400 revocations annually 

$14.B billion receipted in 2013 

BO% of registered charities are 
located in four provi nee s: 
Ontario, Quebec, BC, Alberta 

Registration 

Poverty 22% • Ed ucation 16% 

• Religio n 39% • Other 23"/o 

Advice to Minister 

• To quall1y 1or reg1strat1on as a charily, app 1cants must be 
cons11tuted and operated for exclusively charitable purposes1 

and must provide a i:utj1c bene11t 

• As 1he Act does no1define1he 1erm "charitable" 1 the c ommon 
law meaning applies 

• At common law, the courts have 1dent111ed 1our categories of 
charitable purpc ses 

Relief of poverty 

Ac!vancemert of r!!tigion 

MvancGme rt of education 

Other purpotces be neficial to the ccxnmunity as a whole 

Char1!1es rnuo1 also i:ursue these i:urpcses for the public 
bene111 1 meaning 

The benefit must be demonstrable 

They must not provide private benefit or gain beyord wh at is incidental 
tc achev1ng the charitable purpose 

Advice to Minister 

Charities Compliance Continuum 

• Erquiri e.!; 

• Policy ~vice 

·Conferences • lnte rpret a ions 
• Publicafons 

· C lient 
outread1 

• Reviewof 
appli:atioos 

• Processing 
retu rns 

·Desk & fiel::J 
auda 

·Review of 
retixns 

· Suspensions 

• Financial 
pena ties 

·Revocation 
• R evocation t ax 
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Advice to Minister 

Compliance Program 

• Audit coverage rate of approximately 1% 
annually 

• Selected for audit based on risk profile, project 
focus, or as part of random audit program 

• "Education first" approach to compliance, using 
range of tools and sanctions: 

Education letter 

Compliance agreement 

Monetary penalties 

Suspension of receipting privileges I qualif ied donee status 

Revocatton 

Advice to Ministe r 

Engagement with charitable sector 

• The CRA, through the Charities Directorate, 
maintains strong relationships with charities and 
their representatives 

• Established consultative processes are in place and 
working well 

• Technical Issues Working Group 

Consultations on broade1 issues of significance to C RA 
and the sector, organized by the Munart Foundation 

Consultations on new or revised gu 1dance products 

• Participation in and attendance at events , such as 
Canadian Bar Association - Charity and NoHor·profit 
Law Section annual symposium 

Church and Charity Law annual seminars 

Advice to Minister 

Legislative and Policy Changes 

• The regulatory framework for charities has 
continued to evolve, with a number of legislative 
and policy changes over the years 

Voluntary Sector Initiative - 75 recommendations to 
the government by the Joint Regulatory Table for 
modernizing the charities program (2003) 

Anti-terrorism legislation - creation of Review and 
Analysis Division to prevent abuse of charities by 
terrorist organizations, with new funding (2004) 

Policies- CRAguidance products released (e.g., 
fundraising, foreign activities, human rights, arts, 
health, related business, ineligible individuals) 

< 

Advice to Minister 

Education and Support 

• Providing information, guidance and advice on 
maintaining registered status through: 

Client service 
• Call centre 

• Written enquiries 

Web and outreach 
Onl!ne information and policy guidance 

Chanties listings 

Videos and webinars 

Electronic updates and newsletters 

Advice to Minister 

Transparency and Confidentiality 

• The Act (s. 149.1 and s. 241) specifically allows 
certain information about registered charities to be 
made available to the public, including: 

a li sting of registered, revoked, and annulled charities; 

annual information returns and financial statements; 

governing documents; 

1nformat1on from the app!icatioo for registration; 

nctification ct Registration letter, 

names c,f Directors and like officials; and 

if penaltzed, suspended or revci<ed , the letter outhrnng the reasons 
for that dec:si0n 

• Any other information about registered charities is 
confidential. 

Advice to Minister 

Legislative and Policy Change (cont'd) 
• Recent noteworthy legislative changes from 

federal budgets 
Budget 2010 
Reducttoo and simplificatioo ct disOOrsement qucta 

Budget 2011 · 
• Registration requirements added for most other qualified 

donees 
• Ineligible md1viduals µ ovistons introduced 

Budget 2012 · 
• Pol itical activities - increased transparency and 

accountability 
• El!g1b!l ity ru les changed for for~gn charities 

Budget 2013: First-time donor's super credit 
Budget 2014: Funding for Char ities lT modern1zat1on 

Budget 2015 · 
• Allowed charities to invest in !irri ted partnerships 

Proposed capital gains reduction for gifts ct p-ivately-held 
shares and real estate 
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