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OVERVIEW
1. CARRYING OUT CHARITABLE
PURPOSES

2. CARRYING ON CHARITABLE
ACTIVITIESTHROUGH
INTERMEDIARIESAND WITH OTHERS

3. STRUCTURING OF ARRANGEMENTS
WITH THIRD PARTIES

4. OTHER RELATED ISSUES

1. CARRYING OUT CHARITABLE PURPOSES

Thelncome Tax Act (“I TA") permitsaregistered
charity to carry out its charitable purposes, both
insde and outside of Canada, in one of the
following two ways:

a) Giftsto Qualified Donees

e Aregistered charity can make giftsto other
organizationsthat are on thelist of qualified
doneesas set out in the I TA

¢ Qualified doneesinclude, but are not limited to,
other Canadian registered charities, certain
universities outside Canada, the United Nations
and its agencies, and a foreign charity that the
Canadian Gover nment has made a gift to in the
preceding 12 months
3
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b) Carryingon ItsOwn Charitable Activities

e Thecarrying on of itsown charitable activities
requiresa charity to be actively involved in
programs and projectsthat areintended to
achieve its charitable pur poses

¢ Thiscan be done by the charity directly
funding its own employees and/or volunteersin
carrying out its programs

e Itisnot permissiblefor aregistered charity to
carry out its charitable purposes by merely
giving either moniesor other resourcesto an
organization that isnot a qualified donee,
regardless of whether the doneeisinside or
outside Canada

Terrance S. Carter, B.A., LL.B. ©

¢ However, where aregistered charity does not
have its own employees or volunteersto carry
out a project, it can work with other
organizations regardless of whether that
organization isa Canadian registered charity

e Inorder tocomply with thel TA, the
registered charity must use structured
arrangements which allow it to retain
direction and control over the program, as
well astheresourcesthat it contributesto the
program

2. CARRYING ON CHARITABLE ACTIVITIES
THROUGH INTERMEDIARIES AND WITH
OTHERS

Overview of Options

e Therearetwowaysthat aregistered charity
can work with other organizationsto achieveits
charitable purposes:

— Working through intermediaries, such asan
agent or a contractor

— Working jointly with others

e Thesearrangements will requiretheregistered
charity and other organization to enter into a
formal agreement

6
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e Itisalsoimportant for theregistered charity to
ensurethat it complieswith the terms of the
agreement. Failureto do so could potentially
constitute groundsfor charitable de-
registration

Co-operative Partnership
a) Description

« Co-operative partnershipsare used wherea
registered charity wishesto work alongside
other organizations and with beneficiaries for
the purpose of all of the parties carrying out a
specific project

Terrance S. Carter, B.A., LL.B. ©

* Thepartner organizations do not have to be
qualified doneesunder the ITA

e Each organization would be a partner —equal
or otherwisein the establishment,
implementation and conducting of the project

* Whilethe organizationsin the co-operative
partner ship do not have to pool their resources
in carrying out the project, each partner would
beresponsible for one or more elements of the
project

« Providing that theregistered charity is actively
involved in one or more elements of the
projects, (i.e. asopposed to merely contributing
monies) it is considered to be carrying on its
own charitable activities

8

b) Commentary

e Thereisjoint and several liability for all
partnersinvolved in a co-operative partnership

¢ Theremight be disbursement quota issues
where the Canadian charity makes
contributionsto that portion of a project that is
not directly charitable, such asproviding
administrative services only

Joint Venture

a) Description

e Aregistered charity and other organizations
can pool together their resourcesto establish

and oper ate a charitable program or project as
ajoint venture

~
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¢ Thejoint venture participants’ organizations
do not haveto be qualified donees under the
ITA

e For example, theregistered charity could
contribute 20% of the funding to build an
orphanagein aforeign country, together with
thefour other related charitieslocated in
different countriesthat each contribute an
additional 20% to thejoint venture

e Theregistered charity will be considered to be
carrying on itsown activitiesif:

— Itisan active participant exercising a
proportionate degree of control in thejoint

venture program
10
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— It can evidence that its share of
responsibility is proportionate to the level of
financing that it contributesto thejoint
venture for long-term planning, day-to-day
decision-making and financial commitments

¢ Generally, ajoint venture management
committeeisrequired to establish, conduct and
overseethejoint venture. Wheretheregistered
charity contributes 20% of the total monies
and the committee is comprised of 10 people,
theregistered charity should then have two of
its own representatives as members of the joint
venture management committee

11

b) Commentary

* Ajoint venture arrangement allows a smaller
charity to participate with other, sometimes
larger charitiesin a charitable project through
the pooling of monies and resources

e Provided that the smaller charity has
proportionate input into all of the planning,
decision making and oversight of the project, its
monies do not have to be segregated from those
of the other joint venture participants (asisthe
case with agency relationships) but instead can
be pooled together and used for thejoint
venture
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¢ Wherethe pooled monies from thejoint
venture are used to purchasereal estate or
other tangible assets, ownership of the said
assets does not have to beretained by the
Canadian registered charity

* However, it isoften the case that thejoint
venture committee required to be established
under thejoint ventureiseither never
established or, if it isinitially established, then
it isnot maintained for thefull term of the
joint venture

Agency Relationships

a) Description

¢ In an agency agreement, a registered charity
can appoint an agent to act asits
representative in carrying out specific tasks on
behalf of the charity, and in doing so, transfers
some of its charitable monies to the agent for
thetasks

« Agentscan be organizationsor individuals and
do not need to be qualified donees under the
ITA or registered charitiesin their own
countries

¢ Provided that theregistered charity retains
direction and control over the tasks being carried
out by the agent, as well asthe moniesor other
resourcestransferred to the agent, thetasksare
consider ed to be the charitable activities of the
registered charity itself

« Appropriate agency agreementsarerequired to
be entered into between theregistered charity
(known asthe principal) and the agent setting out
the terms of therelationship

« Agency agreements can be one-time agreements
or can be master agreementswherethereisto be
alonger term relationship between the parties
which are then supplemented by letter agreements
accompanying each transfer of monies

15
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— A description of the specific activities for
which funds or other resour ces have been
transferred in sufficient detail to outline
clearly the limits of the authority given to
thethird party to act for the Canadian
charity or on itsbehalf

— Provision for written progressreportsfrom
thethird party of the Canadian charity’'s
fundsor other resources, or provision for
the charity’sright to inspect the project on
reasonably short notice, or both

31

— Provision that the Canadian charity will
make payments by installments based on
confirmation of reasonable progress and
that the resources provided to date have
been applied to the specific activities
outlined in the agreement

— Provision for withdrawing or withholding
fundsor other resources at the Canadian
charity’sdiscretion

— Provision for maintaining adequate records
at the charity’saddressin Canada

32

— In the case of agency agreements, provision
for the Canadian charity’sfundsand
property to be segregated from those of the
agent and for the agent to keep separate
books and records

— Thesignature of all parties, along with the
date of signing and effective date, where
applicable
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4. OTHER RELATED ISSUES

* Booksand records of theregistered charity to
be kept in Canada

¢ Guidelinesto be followed wher e registered
charity transfers property in aforeign country

e Compliance with anti-terrorism lawsboth in
Canada and in the country of the third party

e Other international agreements, such as
association agreement, and trade-mark
licensing

DISCLAIMER

This handout is provided as an information service by Carters
Professional Corporation. It is current only as of the date of the
handout and does not reflect subsequent changesin law. Thishandout
is distributed with the understanding that it does not constitute legal
adviceor establish any solicitor/client relationship by way of the
information contained herein. The contents are intended for general
information purposes only and under no circumstances can be relied
upon for legal decision-making. Readers are advised to consult with a
qualified lawyer and obtain a written opinion concerning the specifics
of their particular situation.
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