What voluntary and community organisations need to know about...
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Trading and social enterprise
For information purposes only. Not to be used as a substitute for appropriate legal and/or specialist advice.

Before you start

Introduction

Before undertaking any
trading, VCOs should seek
advice from appropriate
specialists, including solicitors,
accountants, HM Revenue
& Customs and the Charity
Commission. Specialist support
is likely to be needed on tax and
VAT issues in particular.

Trading, the sale of goods and services to customers, has historically
been associated with businesses rather than voluntary and community
organisations (VCOs). Most VCOs have relied on grants, gifts and
donations as their principle sources of income. However, an increasing
number of VCOs are relying on earned income through trading and public
sector contracts, which can be a valuable source of unrestricted income.
There are restrictions on trading activities by charities and other VCOs
which raise a range of complex legal issues, including constitutional
matters around objects and powers, charity law, direct taxation and VAT
law, liability, and practical and management issues. Each charitable
organisation (whether a registered charity or not) must be sure it has the
power within its constitution and under charity law to carry out trading
activities. Any profits will be subject to tax unless a special exemption
applies.
Trading activities commonly undertaken by VCOs include:

Useful resources
Good Guide to Trading (publication)

•

providing a service under a contract to another agency, usually a local
authority or other public body

•

charging for goods and services

•

selling products made by beneficiaries

•

selling publications, training, consultancy and other in-house
expertise to interested parties

•

unrelated trading, such as selling Christmas cards or running charity
shops.

www.nvco-vol.org.uk

A definition of social enterprise
Trading by or on behalf of VCOs for charitable or other social, community
or environmental purposes is commonly referred to as social enterprise.
Further information
www.charity-commission.gov.uk

Many VCOs include an element of social enterprise, but those that define
themselves as social enterprises generally receive all or most of their
income through charging for goods or services rather than through
grants or donations. Any surplus (or profits) made are reinvested for
charitable, social or environmental purposes rather than private gain.
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A word about taxation
Trading is subject to corporation tax (a tax on profits) whether or not
you are registered as a company, or income tax (a tax on the income
of trusts). Most trading carried out by charities is non-taxable, generally
because it is primary purpose trading, carried out in direct furtherance
of a charity’s objects.
Trustees should carefully consider the time, financial investment, risks
and liabilities involved in trading, as mistakes can be damaging and can
lead to significant losses. If a charity trades in any way that means it
has to pay tax, the trustees would generally be in breach of their duty to
maximise the charity’s assets.
VAT is charged on taxable supplies made by businesses or
organisations. Business supplies may be exempt or subject to VAT and
if so this may be at zero, reduced or standard rate VAT.

Top tips
•

Remember that developing
trading activity can take several
months or years and there is no
guarantee that it will generate a
profit.

•

Trading may affect an
organisation’s culture and can
challenge accepted ways of
working, so it is important to
involve everyone at the planning
stage.

•

Focus on trading activities that
contribute to the charitable
or social purposes of the
organisation. It is important to be
clear as to why any activities that
detract from this (often referred
to as ‘mission drift’) are being
carried out.

•

Build capacity within your
organisation, investing in any
necessary skills, training and
equipment. This will be of benefit
in the longer term.

•

Seek professional help as advised
overleaf.

Tax law and VAT law are different, with completely different rules.

Constitutional issues
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Trading or other activities outside an organisation’s objects and
powers and not exempt from tax can be carried out through a trading
company. Organisations often set up a trading company or trading
subsidiary in order to bypass constitutional limitations on trading, avoid
jeopardising charitable status, be able to recover tax and/or sometimes
to take advantage of favourable VAT treatment and to keep certain
activities and risks of liability separate from the parent organisation’s
operations. It is important to seek appropriate professional advice in
deciding whether or not it is necessary to set up a trading company.

Local development & support agencies
www.mvda.info
www.rcvda.org.uk
www.srcga.co.uk
www.teesvalleyrcc.org.uk

