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1.
Introduction
It has long been an aim of the ECF to achieve charitable status.  As a result of developments in legislation (the Charities Act 2006) and a recent consultation paper by the Charity Commission on The Advancement of Amateur Sport, the opportunity to proceed has become a practical reality.
The ECF established a committee of relevant experts to respond to the Charity Commission’s consultation paper and to prepare for an application for charitable status, should this be the wish of Council.  Attendees at the latest committee meeting were as follows: Andrew Farthing (chair), David Anderton, Richard Fries, William Watson and Melville Rodrigues.  I (AF) am grateful to the committee members and others for so generously donating their time and expertise for this purpose.  
As a result of the Committee’s work, a draft set of amended Objects and Articles has been produced.  The Charity Commission has agreed to look at these on an informal basis and provide feedback on any potential obstacles to achieving charitable status.  This will be helpful in refining the draft and highlighting any concerns not identified by the Committee.  In the meantime, a copy of the draft Objects and Articles is included with the Finance Council papers.  This is by nature of advance notice and for information only.  Finance Council is not being asked to vote on the amended Objects and Articles at this time.
2.
Purpose of Consultation Paper
Moving to charitable status would be a major change for the ECF and would require a certain amount of reorganisation, as this paper will explain.  Whilst it is the view of the Board that achieving charitable status would be a positive development, the precise benefits are impossible to quantify and cannot be guaranteed.  As a consequence, it is important that Council members should be given both the relevant information and the time to consider and consult over the proposals.  
Council members are therefore invited to send comments and suggestions on the contents of this paper to the ECF, either to the office or direct to the Chief Executive, by 15th August 2012.  Responses will be taken into account in formulating any amendments to the actions proposed in this paper, with a view to making definitive proposals at the AGM in October 2012.
3.
Potential benefits of Charitable Status
Charitable status has the potential to benefit the ECF financially in a number of ways:
· In itself, being a charity may increase the likelihood of financial support for English chess through legacies, sponsorship and donations, especially if the organisation can be seen to be demonstrably investing in the development of the game in this country.  
· Donations from consenting individual UK tax-payers should be eligible for Gift Aid, allowing the charity to reclaim basic rate tax from HM Revenue and Customs on the ‘gross’ equivalent of the donated amount.

There remains considerable uncertainty over whether membership subscriptions would be accepted as “donations” for the purposes of Gift Aid eligibility.  There are charities which have successfully benefited in this way.  In the case of the ECF, it is less clear.  The expert view from the Charitable Status committee is that, as matters stand, there is a blurring between “donation” and “purchase” which would make Gift Aid on membership subscriptions open to challenge.  Specifically, the existence of the Game Fee option for non-members places a market value on the benefits of membership in excess of the threshold for Gift Aid.
The HMRC guidance is as follows:

To be treated as a gift and qualify for Gift Aid, any subscription payments to your charity must be for membership only and not allow the personal use of facilities. 

These conditions still allow members to:

· receive periodic newsletters produced by your charity to explain its work 

· visit and view the work of your charity - for example a wildlife conservation charity allowing members admission to view its conservation work 

· take part in activities that form part of your charity's objectives - for example a youth organisation providing group craft workshops as part of its educational objectives 

Any additional benefits provided to members must be within a certain value, based on the amount of the donation.
The advice from the Charitable Status Committee is that an application for Gift Aid on membership subscriptions would be more likely to succeed if the ECF were a “membership only” organisation in the sense of individual members (it is already a federation of member organisations, with facilities for individuals to become members).  Whilst such a development would appear to be consistent with the majority view of Council, it would represent a significant constitutional change and it is far from certain that it will happen in the medium term, if at all.
A further potential financial benefit of charitable status could arise from the reorganisation which would be necessary, namely the transfer of the non-amateur elements of the ECF’s objects to a separate non-charitable organisation.  The effect of this would possibly be to reduce the turnover of the non-charity to a level below the VAT threshold.  This would eliminate a large part of what is currently the ECF’s VAT liability (currently in excess of £20K but inevitably on the rise following the ending of the Government grant).  

Whether such a benefit could be realised would be entirely dependent upon (a) the turnover of the new non-charity, and (b) acceptance by HMRC that the two organisations – charity and non-charity – were genuinely separate and that the reorganisation was not simply a tax avoidance measure.  The view from the Charitable Status Committee is that the opportunity to seek charitable status, which necessitates a reorganisation, is a sound reason in itself for the change, so the case should be solid for arguing that the organisations are genuinely separate.  
Overall, the potential financial benefits of charitable status are less certain than first expected, and Council members will need to take this into account when forming their views.  Unfortunately, it is not possible to obtain official confirmation on these points on a hypothetical basis, and the only way to be sure is to apply.
It should also be said that it is possible that charitable status would in itself lead to a change in culture within the ECF.  Those who work in the charity sector often comment on the difference in “feel” compared to non-charitable organisations.  There may be benefits in this to the health of the organisation, although these are inevitably difficult to quantify, let alone guarantee.
4.
The need for reorganisation
In order to qualify as a charity, an organisation’s aims must be exclusively charitable.  In the case of the ECF, two charitable aims are relevant:

· The advancement of amateur sport;

· The advancement of education in young people.

The Charitable Status Committee considered the addition of a third charitable aim, related to the health benefits to older people especially of chess (i.e. the beneficial effects of mental activity), but decided that this was potentially subject to challenge for lack of robust medical evidence.  In any event, the two aims cited above are more than sufficient for the purpose of justifying charitable status.

The effect of the requirement for the organisation’s aims to be exclusively charitable is that those objectives currently pursued by the ECF which relate to professional chess cannot be continued within the scope of the charity.  It is acceptable for a charity to be engaged in trading activities, provided that the profits are applied for charitable purposes, but it is not acceptable for a charity to apply its funds in pursuit of an aim which is considerable non-charitable.
The specific implications for the ECF are that the following non-amateur chess activities would have to be excluded from the charity:
· International Chess – Specifically, the payment of professional players to represent England in international competition.  The indications are that even payment of expenses to professional players would be considered “non-charitable” activity;

· British Championships – Specifically, the main championships would be considered to be a professional competition (the fact that many of the participants are amateur notwithstanding).

The indications are that international junior competitions are still acceptable within the definition of charitable activity, although we are seeking to confirm this.  The other events taking place alongside the main British Championships would be considered as “amateur sport”.  The fact that cash prizes may be awarded in chess competitions does not in itself invalidate their amateur sport status.  However, it is considered necessary for the funding of the non-charitable body (and, by extension, of international chess), that the entire British Championships be transferred.  This will enable the establishment of a funding model using a combination of grants from the charity (i.e. the ECF) to the amateur events and the event income to generate a surplus sufficient to fund the non-charity.
As a consequence, to apply for charitable status for the ECF, it would be necessary to transfer the above activities to a separate organisation.  The proposed means of doing this are set out on the following pages.

5.
Proposals for consideration and consultation
Taking into account the advice of the Charitable Status Committee, the Board is recommending that the following proposals are put before Council at the AGM in October 2012:

5.1
That the existing organisation, the English Chess Federation, will be used as the basis for an application to the Charity Commission for charitable status.
There are three main options: (1) Adapt the existing organisation, i.e. the ECF; (2) Establish a new limited company from scratch; (3) Adapt the existing British Chess Federation.

Option (2) seems an unnecessary complication, given the existence of two organisations which could be used and the resulting requirement to make a transfer of responsibilities, memberships and reserves to a new body.  The principal argument in favour is that there would be an opportunity to construct a governance model from scratch.

Option (3) would need a further decision on legal status.  The Board’s view, shared by the Charitable Status Committee, was that the BCF would need to become a limited company.

Option (1) was the solution favoured by the Board, for the following reasons:

· There would be no need for a transfer of memberships and the related obligations and responsibilities;

· Apart from seeking charitable status, there would be no need for a change of legal status, only a change of name (if required);

· The bulk of the ECF’s activities match the intended objects of the charity, so the transfer of activities would be relatively minor;

· There would be no need for a change in the contracts of the paid staff.

Furthermore, option (1) offers the possibility of approaching the transition to charitable status and subsequent governance changes (if desired) in stages, which may make the process more manageable.

5.2
That the name of the charity will be the “English Chess Federation”.
A change of name was considered, but the Board’s view was that it would be simpler to retain the existing name.

5.3
That the ECF’s Objects should be amended to include the following items only:

1. The advancement of amateur sport by promoting the study and practice of chess in all its forms principally, but not exclusively, for the benefit of the residents of England;

2. The advancement of amateur chess through the funding and organisation of competitions and the development and maintenance of an appropriate infrastructure including:

a. a system for Grading the results of games of chess players participating in its own competitions and in the competitions of member organisations;

b. a system for accrediting coaches and arbiters;

c. a National Chess Library for the study of the game and its history; and

d. other services to chess players and clubs.

3.
The advancement of education by promoting the development of young people through the teaching and practice of chess.
The proposed wording is much shorter than the existing ECF Objects (see Appendix A).  This is not solely due to the removal of “non-charitable” objectives such as international chess and the British Chess Championships.  The existing Objects include more specific details about areas of activity than is necessary, as well as including clauses which could be deemed redundant, e.g. the item about making the company’s services available without discrimination, which is a legal obligation without needing to be spelled out in the Objects.

The advice of the Committee was to keep the Objects as simple as possible so as to make the charitable nature of the organisation’s goals very clear.
5.4
That the ECF Articles be amended to reflect the necessary changes for charitable status.
David Anderton has drafted amendments to the Articles for consideration by Council.  The draft is available on the ECF website with the other Finance Council papers.
5.5
That a new company, limited by guarantee, be established for the above purposes and that there should be a transfer of assets (to be determined) from the British Chess Federation to NewCo.

The new company will be responsible for International Chess and the British Chess Championships.  It will initially require the transfer of an appropriate budget (i.e. capital) from the ECF for the relevant activities in the year of its establishment.
It is proposed that the new company be called Chess England (CE).

On an ongoing basis, CE would be funded from sponsorship and income from the British Championships, which can be legitimately supported by grants from the English Chess Federation for the running of the amateur sections.  With the aid of these grants, the Championships as a whole should generate a surplus sufficient to finance CE’s other activities, notably participation in international team events.  Should it prove possible to achieve VAT savings as suggested in section 3 above, this will further enhance the funds available to CE.

Consideration will need to be given to the governance of CE, which could, for example, mirror that of the British Chess Federation or ECF, or it could be something entirely different.  There will also be an impact on the composition of the CE Board, with the opportunity to construct something more suitable to the new organisation.  For example, it might be considered appropriate to create a director specifically responsible for the British Championships.
The administrative support required by CE will be relatively small, but real.  As a consequence, options will be developed for providing this, e.g. through outsourcing to the ECF or through other means.

It is proposed that the existing British Chess Federation be retained, in the event that it is the designated recipient of legacies.

5.6
That a consultation paper be prepared for Finance Council outlining a range of options for changes to the governance and voting rights of the charity, the English Chess Federation.
The desirability of changes to the ECF’s governance framework has previously arisen as a result of the new membership scheme and funding approach.  It is doubly appropriate to consider these, should Council decide that an application for charitable status should be made.

A separate consultation paper has been prepared for Finance Council, with a view to presenting formal proposals at the AGM in October 2012.
5.7
That a consultation paper be prepared for Finance Council outlining proposals for the establishment of reserves for the new ECF charity and Chess England through the redistribution of capital from BCF funds in February 2013.
A separate consultation paper has been prepared for Finance Council, with a view to presenting formal proposals at the AGMs of the ECF and BCF in October 2012.

APPENDIX A: The Objects of the English Chess Federation
	· To encourage the study and practice of chess in England and for the purpose of these objects England shall be deemed to include such part of North Wales as is within the jurisdiction of the Cheshire & North Wales Chess Association for so long as it shall so remain.

· To institute and maintain British Chess Championships.

· To promote national and international chess tournaments in England.

· To secure the interests of English players (being those players who are entitled to represent England under the statutes and regulations of Fédération Internationale des Echecs [FIDE] for the time being in force) in foreign chess tournaments and matches.

· To support the Braille Chess Association and other chess organisations which are members of the Company and whose jurisdiction includes England unless and until in each such case separate equivalent English organisations shall be established which are members of the Company.

· To secure the interests of English problemists in foreign tournaments and tourneys and to encourage English problem composers and solvers by instituting tournaments and tourneys and for these purposes support of the British Chess Problem Society shall be within the scope of this object unless and until a separate English Chess Problem Society shall be established which is a member of the Company.

· To arrange such contests, meetings, etc. as may be deemed desirable and provide and present trophies for competitions to suitable organisations in England.

· To provide assistance in relation to chess to British Overseas Territories and Crown Dependencies, which are not for the time being members of FIDE, if requested to do so.

· To maintain and increase a fund, known as the “Permanent Invested Fund”, to be permanently invested in the name of trustees in accordance with an approved trust deed.

· To maintain a system for Grading the results of games of chess players participating in its own competitions and in the competitions of member organisations.

· To make the Company’s services available without discrimination on grounds of colour, creed, disability, impairment, occupation, race, religious or political affiliation, or sexual orientation and to promote equal opportunities in a positive manner.
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