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1£1 Canada Customs Al .e des douanes 
• and Revenue Agency ef du revenu du Canada 

:f&,f: 2 7 2004 
REGISTERED MAIL 

~ewish War Veterans of Canada National Command 
C/0 Mr. Lou Vandelman, Executive Director 

Your file Votre reMrence 

Our file Notre reffirenoe 

1111 Finch Ave West, Suite 353 BN 892958968 RR0001 
Toronto, Ontario, M3J 2E5 REG# 1023027 

Subject: Notice of Intent to Revoke 
Jewish War Veterans of Canada National Command 

Dear Sir: 

I am writing to you further to an audit of the records and books of 
account of Jewish War Veterans of Canada National Command (the "Charity") 
conducted by a representative of the Canada Customs and Reven.ue Agency 
("CCRA"). The audit related to the operations of the Charity for the fiscal period 
ended October 31, 2000. 

The review has raised serious concerns about the Charity's· 
compliance with certain provisions of the Income Tax Act (the "Act"). In order for 
a registered charity to retain its registration, it is required to comply with the 
provisions of the Act applicable to registered charities. If these provisions are 
not complied with by a particular registered charity, the Minister of National 
Revenue (the "Minister") may revoke its registration in the manner describe~ in 
section 168(2) of the ·Act. . 

.In our letters dated July 23, 2003, and September 4; 2003, (copy 
attached for your convenience), we described the issues of non-compliance 
identified by the audit, and invited the Organization to submit representations as 
to why the Minister of National Revenue should not revoke its registration. To 
this date, the Organization has failed to respond to our letters or to contact 
CCRA in any other way, and its phone number was found to be not in service. 

As a result, sufficient reason does not exist as to why the 
Organization's status as a registered charity should not be revoked. 
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Conclusion 

I therefore conclude that the Organization does not meet the 
requirements of a charitable organizatio~ under subsection 149.1 (1) of the Act. 

Consequently, I wish to advise you that for each of the reasons 
outlined above, in our earlier correspondence and pursuant to the authority 
granted to the Minister in subsection 168(1 )(b) of the Act and delegated to me by 
the Minister, I propose to revoke the registration of the Organization. 

By virtue of subsection 168(2) of the Act, the revocation will be 
effective on the date of publication in the Canada Gazette of the following notice: 

Notice is hereby given, pursuant to paragraphs 168(1 )(b), of the 
Income Tax Act, that I propose to revoke the registration of the 
organization listed below and that the revocation of registration is 
effective on the date of publication of this notice. 

Business Number 
89295 8968 RR0001 

Name 
Jewish War Veterans of Canada 
National Gommand 
Toronto, Ontario 

Should you wish to appeal this notice of intention to revoke the 
charity registration in accordance with subsections·172(3} and 180( 1) of the Act, 
you are advised to file a Notice of Appeal with the Federal Court of Appeal within 
30 days from the mailing of this letter. The addre~s of the Federal Court of 
Appeal is: 

Supreme Court Building 
Wellington Street 
Ottawa, Ontario 
K1A OH9 

Please note that the Federal Court Rules impose particular 
obligations upon an appellant to be met within restricted time frames. 

In particular, the appellant is responsible for filing the documents 
that will form the case material for the Court's review. You can obtain 
information about these Rules from the Court. 
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Consequences of a Revocation 

As of the date of revocation of the registration of the Organization, 
which is the date upon which the above-noted notice is published in the Canada 
Gazette, the Organization will no longer be exempt from Part I Tax as a -
registered charity and will no longer be permitted to issue official donation 
receipts. 

Additionally, the Organization may be subject to tax exigible 
pursuant to Part V, section 188 of the Act. For your reference, I have attached a 
copy of the relevant provisions of the Act concerning revocation of registration 
and the tax applicable to revoked charities as well as appeals against revocation 
(Appendix 8). 

By virtue of subsection 188(1) of the Act, the Organization will be 
required to pay a tax within one year after the effective date of revocation. This 
revocation tax is calculated on ·prescribed form T2046 "Tax Return Where 
Registration of a Charity is Revoked." The return must be filed and the tax must 
be paid on or before the day that is one year after the effective date of 
revocation. 

The amount of revocation tax payable will be equal to the total fair 
market value of the Organization's assets on valuation day plus the amount of 
receipted donations and gifts from other charities received by the charity after 
that day. Valuation day is 120 days before the date of mailing of this Notice of 
Intent to Revoke. 

The amount of tax payable will then be reduced by the value of any 
assets or funds that the organization transferred to qualified donees, disbursed 
on its own charitable activities, used to repay its debts and/or used to cover 
reasonable expenses in the period from the valuation day to one year from the 
date on which the revocation is effective. 

A copy of form ~2046 has been included for your information. 

I also wish to advise you that organizations that lose their 
registered charity status may be subject to the requirements of section 150 of the 
Act for filing returns of income. Accordingly, a return of income that is in 
prescribed form and that contains prescribed information shall be filed with the 
Minister, without notice or demand for the return, for each taxation year of a 
taxpayer. 

However, the Organization might be eligible for non-profit 
organization status which is defined in paragraph 149(1 )(I) of the Act. 
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Subsection 149(12) states the filing requirements for a non-profit 
organization. 

Deter[lination of an organization's status as a non-profit 
organization is the responsibility of our Tax Services Offices. I would stress that 
such recognition does not convey authority to issue official donation receipts for 
income tax purposes. 

If you need further information with regard to non-profit status, 
please contact your local Toronto Tax Services Office directly. 

Attachments 

<F~~ 
Elizabeth Tromp 
Director General 
Charities Directorate 
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'I Canada Customs ·Agence des douanes 
..1 and Revenue Agency et du revenu du Canada 

REGISTERED MAIL 

Jewish War Veterans ofCanadaNational Command 
C/0 Mr. Lou Van Delman, Executive Director 
1111 Finch Avenue West, Suite 353 
North York, Ontario 
M3J2ES 

BN 89295 8968 RROOOl 
]GE(}# 1023027-09 

July 23, 2003 

Subject: Charity Tax Audit 

Dear Sir: 

I am writing to you further to an audit of the records and books of account 
of Jewish War Veterans of Canada National Command (the "Charity'') conducted by a 
representative of the Canada Customs and Revenue Agency (CCRA). The aildit related 

.~ 

. to the operations of the Charity fo~ the fiscal period ended October 31, 2000: At the time 
of the audit, specific issues of non-compliance were brought to your attention. Due to 
workload demands in the Charities Directorate, the results from this audit were not 
formally communicated to you earlier. We apologize for tbis delay. This letter addresses 
the areas of non-compliance identified during the,:field audit and review of the Charity's 
file. 

The review has raised serious concerns about the Charity's compliance 
with cert~ provisions of the Income Tax Act (the "Act"). In order for a registered 
charity to retain its registration, it is required to comply with the provisions of the Act 
applicable to registered charities. If these provisions are not complied with by a 
particular registered· charity, the Minister ofNational Revenue (the "Minister") may 
revoke its registration in the m~er described in section 168(2) of the Act. 

The audit identified the issues of~on-compliance described below. 

Official Donation Receipts 

The Act stipulates various legislative ·requirements pertaining to official 
donation receipts issued by registered charities. for your reference, enclosed is a copy of 
IT-110R3 Gifts and Official Donatf.on Receipts, which discusses the legislation governing 
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Official Donation Receipts (Cont'd) 

official donation receipts. The donation rec~ipts issued by the Charity did not comply 
with the requirements of Regulation 3501 of the Act as follows: 

Official Receipts did not show the name of the Charity as recorded with CCRA, 
Charities Directorate (Regulation 3501(l)(a)). The name used on the receipts was 
"Jewish War Veterans of Canada". 

Rec~ipts did not show the business number (BN) of the Charity as recorded with 
CCRA, Charities Directorate (Regulation 3501(l)(b)}. The receipts contained the 
Charity's Registration Number. 

The full address· and postal code of the donors was not indicated on the receipts 
(Regulation 350l(l)(g)). 

. . 
The audit revealed that the Charity issued official receipts under 

circumstances where the donation is not a "gift'' within the meaning accepted in the Act. 
A gift, for pmposes of sections 110.1 and 118.1, is a voluntary transfer of property 
without valuable consideration. Generally a gift is made if all three of the conditions 
listed below are satisfied: 

i 
•I .t-;. 

a) some property, usually cash, is transferred by a donor to a registered 
charity; 

·b) the transfer is made voluntarily; and 

. c) the tr~sfer is made without expectation of return. No valuable 
consideration:- no benefit of any kll?.d - to the donor or to anyone 
designated by the donor may result from the payment, except where the 
benefi~ is of nominal value. Benefits are considered to have nominal value 
when the fair market value does not exceed the lesser of $50.00 or 10% of 
the amount of the gift. A benefit is not considered to have nominal value 
when its fair market value cannot be determined. 

The Charity issued receipts for what it deemed was the gift portion of 
tickets to a funclraising dinner. The Charity failed to provid~ any information regarding 
revenues and expenses for the fundraising dinner or the manner in which the tax
deductible portion of the ticket price was calculated. Official receipts cannot be issued 
for a portion of the ticket price of a fundraising dinner held in excess of the amount 
permitted by the Act. An official donation receipt can ·be issued for the amount that is in 
excess over the fair market value of the event. The fair market value of admission to a 
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Official Donation Receipts (Cont'd) 

fundraising dinner, ball, concert, show or like event should be determined by making a 
comparison to the regular or usual charge for attendance at the same or a similar function 
or event for which a donation is not solicited. In the absence of a comparable event, the 
value is the estimated price that would have been charged for a function or event of this 
sort carried out as a profit making venture. 

In addition, official donation receipts were issued to several companies for 
advertising space in a p_ublication of the Charity even though they received advertising 
benefits in return for the~ payment. 

Furthermore, the Charity's constitution indicated that receipts were issued 
for mandatory membership dues. The payment of membership dues ~at convey the right 
to attend events, receive literature, receive services or be eligible for entitlements for any 
material value does not qualify as a gift. 

Pursuant to paragraph 168(1)(d) of the Act, the Minister may, by registered 
mail, give notice to the registered Charity that the Minister proposes to revqke its 
registration if it issues a receipt otherwise than in accordance with the Act and the 
Regulations . 

Books and Records 

Subsection 230(2) ofthe Act requires every registered charity to maintain 
adequate records and books of account at an address in Canada recorded with the 
Minister. The purpose of this requirement is to enable the Charity to accurately provide 
CCRA with th~ information required by the Act as well as enable CCRA to verify the 
accuracy of reported inforrn~tion through the con~ucting of audits . 

·The Act lays down standards for the books and records that registered 
charities must keep. In addition to the retention of c9pies of the donation receipts that 
section 230(2) explicitly requires, section 230(4) also states "every person required by 
this section to keep books of account shall retain 

(a) the records and books of account referred to in this section in respect of 
which a period is prescribed, together with every account and voucher 
necessary to verify the information contained thereln., for such period as 
prescribed; and 

(b) all other records and books of account referred to in this section, together 
with every account and voucher necessary to verify the information 
contained therein, until the expiration of six years from the date of the last 
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Books and Records (Cont' d) 

-taxation year to which the records and books relate". 
, 

A charity is not meeting its requirement to maintain adequate books and 
records if it fails to exercise due care with respect to ensuring the accuracy thereof. 

It was found during the audit that the Charity did not provide sufficient 
documentation to support a large portion of its expenditures. 

Under paragraph 168(1 )(e) of the Act, the Minister may, by registered 
mail, give notice to the Charity that the Minister proposes to revoke its registration 
because the Charity fails to comply with or contravenes any of sections 230 to 231.5 of 
the Act. 

Information Return (Form T3010) 

The Charity was improperly completing the Information Return in that 
many of the items reported were incorrectly identified or omitted. Specific~ly: 

The Charity's reported revenues on the Information Return did not reconcile with 
the amounts reported on the financial statements. . . 

The Charity's expenditures were not properly allocated into the appropriate 
Information Return categories. 

The Charity did not calculate and report its disbursement quota. 

In order to m;:tintain its ·status as a charitable organization within the 
meaning of paragraph 149.1 (1 )(b) of the Act, a registered charity must, in any taxation 
year, expend amounts that·are equal t~ at least 80% of the aggregate amounts for which it 
issued donation receipts in its immediately preceding taxation year. A charity is allowed 
by virtue of 149.1 (20) of the Act to offset any shortfalls in its disbursement quota by 
applying any excesses in its disbursement quota from its immediately preceding taxation 
year and five or less of its immediately subsequent taxation years. 

The application of expenditures used to meet the disbursement quota must 
be expended directly on a charitable activity carried on by it and by way of gifts to 
qualified donees. This would include such payments as salaries to persons performing 
duties directly related to a charitable program, but WO"L~:ld not include amounts paid for 
purely administrative expenses such as fi.md-raising costs, legal or accounting fees and 
the like. 
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Information Return (Form T3010) (Cont'd) 

Furthermore, the Charity failed to file Information Returns for the fiscal 
periods ended October 31, 1998, 1999, and 2000 within six months of its fiscal year end. 
The related Returns were received May 28, 1999, August 17,2000, and June 18,2001 
respectively. As of today, the Charity has yet to :file its 2001 and 2002 Information 
Returns. 

Pursuant to subsection 149.1(14) of the Act, every registered charity must, 
within six months from the end of the charity's fiscal period (taxation year), without 
notice or demand, file a Registered Charity Information Return with the applicable 
schedules. · 

It is the responsibility of the Charity tp ensure that the information that is 
provided in its Return, schedules and statements, is factual and complete in every respect. 
A charity is not meeting its requirement to ~~ an Information Return. if it fails to exercise 
due care with respect to ensuring the accuracy thereof. 

Under paragraph 168(l)(c) of the Act, the Minister may, byr~gistered 
mail, give notice to the Charity that the Minister proposes to revoke its registration 
because the Charity fails to file an Information Return as and when required under the 
Act or a regulation. :,,.· 

Devotion of Resources to Non-Qualified Donees 

The audit revealed that the Charity disbursed funds totalling $33,000 to an 
organization called the ~ The Charity's management indicated that this is a 
branch organization of th~ however no documentation was provided to support 
this assertion. · 

The Act reinforces the requir~ment that a charitable organization devote 
all its resources to charitable activities carried on by the organization itself by authorizing 
the Minister to revoke the registration of a charity if it fails to make required expenditures 
on charitable activities carried on by it and by way of gifts to qualified donees .. The 
legislative intent conveyed by the expression "carried on by the organization itself' of 
paragraph 149.l(l)(a) is to require a registered charity to actively engage in its own 
charitable activities. 

A charity is allowed to have another organization or indivi~ual carry on 
activities on its behalf. In such a relationship however, the registered Canadian charity 
must be and is responsible in a direct, effectual, and co.nstant manner for charitable 
activities to which its resources are being applied. The fact that the activities being 
undertaken by another organization may be consistent with the goals and objectives of the 
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Devotion of Resources to Non-Qualified Donees (Cont' d) 

registered charity or any other registered charity is insufficient to meet this operational 
test. 

In order to give meaning and effect t<? the Act, a charity must conti.D.ue to 
meet all of its obligations whether the activities are undertaken directly, through agency 
agreements or through other contractual arrangements. Notwithstanding the means it 
ch~oses to meet its obligations, the onus is on the _charity to show that it carried on 
charitable activities itself. It must provide documentation or other tangible evidence to 
substantiate that it met the requirements of the Act with respect to the direction and 
control of its resources. 

By observing guidelines given at the time of registration, as well as those 
availl1lble through our information channels such as oilr toll free telephone numbers, our 
Internet site and ·by keeping proper boo~ and records, a charity should be able to 
discharge its evidentiary burden of establishing that its principal-agent relationship exists 
in fact, and that the charity maintains effective direction and actual control over its 
resources at all times. In the final analysis, the true test of whether a charity,is 
responsible in a direct, ·effectual, and constant manner over its resources and activities· is 
not shown by how well it crafts an agreement; but rather, how well it implements it over 
time. Therefore, it is incumbent upon the charity to show that it properly implell'l:ents any 
agreement it claims to be in place. ·· 

Furthermore, the charity, through documented evidence, must demonstrate 
that actual events transpired which prove the continued e~stence of the principal-agent 
relationship. Thus, the charity must provide the CCRA with a means of examining the 
internal decision-making mechanisms within the charity's own structure through records, 
such as: minutes ofboard meetings; inspections reports; internal communications (i.e., 
memoranda); as well as, policies and procedmes that show that the charity, by directing 
and controlling each of its activities, acted as. the guiding-mind in the principal-agent 
relationship. In addition, the charity must provide source documentation, reports, and the 
various other instruments it received from its agent showing that throughout the life of the 
principal-agent relationship, the agent reported back to the principal in such a manner and 
frequency as to allow the principal to make informed decisions about the resources and 
projects for which the principal was responsible. . 

For purposes of the Act, when a registered charity merely transfers its 
resources to another entity (aSsuming the entity is a non-qualified donee), but fails to 
maintain effective direction and actual control over those resources, the result is the same 
as a gift to a non-qualified donee. Allowing a non-qualified donee to take complete 
control of the resources of a registered charity nullifies the purpose and intent of the Act . 
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Devotion of Resources to Non-Qualified Donees (Cont'd) 

The Act states in paragraph 149.1 (2)(b) that the Minister may revoke the 
registration of a charity if it fails to make required expenditures on charitable activities 
carried on by it and by way of gifts to qualified donees. 

Conclusion 

Each of the reasons stated above, would in its own right suggest that there 
are grounds for revocation ofthe Charity's registration. 

The consequences to a registered charity of losing its registration include: 

1. the loss of its tax exempt status as a registered charity which means that the 
·Charity would become a taxable entity under Part I ofthe Act unless, in the 
opinion oftbe Director of the applicab).e Tax Services Office, it qualifies as a non
profit organization as described in paragraph.149(1)(1) of the Act; 

2. , loss of the right to issue official donation receipts for income tax purposes which 
means that gifts made to the Charity would riot be allowable as a tax credit to 
individual donors as provided at subsection 118.1 (3) of the Act, or as a deduction 
allowable to corporate donors under paragraph 110.1(1)(a) ofthe Act;: and 

3. the possibility of a tax payable under Part V, subsection 188(1) of the Act. 

For your reference, we have enclosed a copy of the relevant provisions of 
, the Act concerning revocation of registration and the tax applicable to revoked charities 

as well as appeals against revocation. · 

. . 
If you do not agree with the facts outlined above, or if you wish to present 

any reasons why the Minister of National Revenue· should not revoke the registration of 
the Charity in accordance with subsection 168(2) 9fthe Act, you are invited to submit 
your representations, within 30 days from the date of this letter. Ifyou wish to obtain 
an extension, please contact the undersigned. Subsequent to this date, the Director 
General of the Cha.l-ities Directorate will decide whether or not to proceed with the 
issuance of a notice of intention to revoke the registration of the Charity in the manner 
described in subsection 168(1) of the Act. 

If you appoint a third party to represent you in this matter, please send us 
written authorization naming that individual and explicitly authorizing that individual to 
discuss your Charity's file with us. 
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Should you have any questions regarding these matters, I may be contacted 
at (613) 954-1260, or write to Charities Directorate, Compliance and Intelligence 
Division, 320 Queen Street, 6th Floor, Ottawa, Ontario, KlA OL5. 

Enclosures 

Yours sincerely, 

Jason Nicholson 
Audit Advisor 
Compliance and Intelligence Division 
Charities Directorate 



I ., Canada Customs 
'' J and Revenue Agency 
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ngence des douanes 
et du revenu du Canada 

REGISTERED MAIL 

Jewish War Veterans of C~ada National Command 
C/0 Mr. Jack Cahan, Nationai Commander, Director 
108 Gilmore Crescent 
Thornhill, Ontario 
L4J 3Al 

BN 89295 8968 RROOOl 
REG# 1023027-09 

September 4, 2003 

Subject: Charity Tax Audit 

Dear Sir: 

I am writing to you further to aD. audit of the records and books of account 
of Jewish War Veterans of Canada National Command (the ''Charity'') conducted by a 
r~resenta'tive of the ·Canada Customs and Revenue Agency (CCRA). The audit related 
to the operations -of the Gharity for the fiscal period ended October 31., 2000. At the time 
of the audit,.speci:fic issues of non-compliance were brought to your attention. Due to 
workload demands in the Charities Directorate, the results from this audit were not 
formally communicated to you earlier. We apologize for this delay. This letter addresses 
the ar.eas of non-compliance identified during the field audit and review of the Charity's 
file. 

. . 
The review bas raised serious concerns about the Charity's compliance 

with certa.iJ?. provisions of the Income Tax Act (the "Act"). In order for a registered 
charity to retain its registration, it is required to c.omply with the provisions of the Act 
applicable to registered charities. If these provisions are not complied with by a 
particular registered charity, the Minister of National Revenue (th~ "MiDister") may 
revoke its registration in the manner described in section 168(2) of the Act. 

The audit identified the issues of non-compliance described below. 

Official Donation Receipts 

. The Act stipulates various legislative requirements pertaining to official 
donation receipts issued by registered charities. For your reference, enclosed-is a copy of 
IT-11 OR3 Gifts and C!fficial Donation Receipts, which discusses the legislation governing 
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Official Donation Receipts (Cont'd) 

official donation receipts. The donation receipts issued by the Charit)t.did not comply 
with the requirements ofRegulation 3501 of the Act as follows: 

Official Receipts did not show the name of the Charity as recorded with CCRA, 
Charities Directorate (Regulation 350l(l)(a)). The name used on the receipts was 
"Jewish War Veterans of Canada". 

Receipts did not show the business number (BN) of the Charity as recorded with 
·CCRA, Charities Directorate (Regulation 350l(l)(b)). The receipts contained the 
Charity's.Registration Number. 

The full address. and postal code of the donors was not indicated on the receipts 
{Regulation 3501(1)(g)). 

The audit revealed that the ·Charity issued official receipts under 
circumstances ·where the donation is not a ".gift'' within the meaning accepted in the Act. 
A gift, for purposes of sections 110.1 and 118.1, is a voluntarytransferofpr~perty 
Without valuable consideration. Generally a gift is made if all three of the conditions 
listed below are satisfied: · 

a) some property, usually cash, is transferred by a donor to a regi~tered 
charity; 

b) the transfer is .made voluntarily; and 

c) . the transfer is made without expectation of rettim. No valuable 
consideration - no benefit of any kind - to the donor or to anyone . 
designated by the donor may result from the payment, except where the 
benefit is of nominal value. Benefits are considered to have nominal value 
when the fair market value does not exceed the lesser of $50.00 or 10% of 
the amount of the gift. A benefit is not considered to have nominal value 
when its fair market value cannot be determined. 

The ·Charity issued receipts for what it deemed was the gift portion of 
tickets to a fundraising dinner. The Charity failed to provide any information regarding 
revenues and expenses for the fundraising dinner or the manner in which the tax
deductible portion of the ticket price was calculated. Official receipts cannot be issued 
for a portion of the ticket price of a fundraising dinner held in excess of the amount 
permitted by the Act. An official donation receipt can be· issued for the amount that is in 
excess over the fair market value of the event. The fair market value of admission to a 

.. ./3 



I 
/' J 

-3-

Official Donation Receipts (Cont'd) 

fundraising dinner, ball, concert, show or like event should be d.etermined by. making a 
comparison to the regular or usual charge for attendance at the same or a similar function 

. or event for which a donation is not solicited. In the absence of a comparable event, the 
value is the estimated price that would have been charged for a function or event of this 
sort carried out as a profit making venture. 

In addition, official donation receipts were issued to several companies for 
advertising space in a publication of the Charity even though they received advertising 
benefits in return for their payment. 

Furthermore, the Charity's constitution indicated that receipts were issued 
for m~datory membership dues. The payment of membership dues that convey the right 
to attend events, receive literature, receive services or be eligible for enti.tlementS.for any 
material value does no~ qualify as a gift. 

Pursuant to paragraph 168(1 )(d) of the Act, the Minister may, by registered 
mail, give notice to the registered Charity that the Minister proposes to revoke its 
registration if it issues a receipt otherwise than in accordance with the Act and the 
Regulations. · · 

Books and Records 

Subsection 230(2) of the Act requires every registered charity to maintain 
adequate records and books of account at an address in Canada recorded with the . 
Minister. The purpose of this requirement is to exrable the Charity to accurately provide 
CCRA with the information required by the Act as wel,.as enable CCRA to verify the 
accuracy of reported information through the conducting of audits. 

The Act lays down standards for the books and records that registered 
charities must keep. In addition to the retention of copies of the donation receipts that 
section 230(2) explicitly requires, section 230( 4) also states "every person required by 
this section to keep books of account shall retain 

(a) the records and books of account referred to in this section fu respect of 
which a period is prescribed, together with every account and voucher 
necessary to verify the information contained therein, for such period as 
·prescribed; and 

(b) all other records and books of account referred to in this section, together 
with every account and voucher necessary to verify the information 
contained therein, until the expiration of six years from the date of the last 
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Books and Records (Cont'd) 

taxation year to which the records and books relate". 

A charity is not meeting its requirement to maintain adequate books and 
records if it fails to exercise due care with respect to ensuring the accuracy thereof. 

It was found during the audit that the Charity did not provide sufficient 
documentation to support a large portion of its expenditures. 

Under paragraph 168(1 )(e) of the Act, the Minister may:. by registered 
mail, give noti~e to the Charity that the Minister proposes to revoke its registration 
because the Charity fails to comply with or contravenes any of sections 230 to 231.5 of 
the Act. · 

Information Return {Form T301 0) 

The Charity was improperly completing the Information Return in that 
many of the items reported were incorrectly identified or omitted. Specifically: 

- The Charity's reported revenues on the Information Return did not reconcile with 
the amounts reported on the financial statements. . . 

The Charity's expenditures were ~ot properly allocated into the appropriate 
Information Return categories. 

The Charity did not calculate and report its disbursement quota. 

In order to m~tain its status as a ~haritable organization within the 
meaning of paragraph 149.1 (1 )(b) ~f the Act, a registered charity must, in any taxation 

· year, expend amounts that are equal to at least 80% of the aggregate amounts for which it 
issued donation receipts in its immediately preceding taxation year .. A charity is allowed 
by virtue of 149.1 (20) of the Act to offset any shortfalls in its disbursement quota by 
applying any excesses in its disbursement quota from its immediately preceding taxation 
year and five or less of its immediately subsequent taxation years. 

The application of expenditures used to meet the disbursement quota must 
be expended directly on a charitable activity carried on by it and by way of gifts to 
qualified donees. This would include such payments as salaries to persons performing 
duties c1.ifectly related to a charitable program, but would not include amounts paid for 

·purely administrative expenses such as fund-raising costs, legal or accounting fees and 
the like. 
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Information Return (Form T3010) (Cont'd) 

Furthermore, the Charity failed to file Information Returns for the fiscal 
periods ended October 31, 1998, 1999, and 2000 within six months of its fiscal year end. 
The related Returns were received May 28, 1999, August 17,2000, and June 18, 2001 
respectively. As of today, the Charity has yet to file its 2001 and 2002 Information 
Returns. · 

Pursuant to subsection 149.1 (14) of the Act, every registered charity must, 
within six months from the end of the charity's fiscal period (taxation year), without 
notice or demand, file a Registered Charity Information Return with the applicable 
schedules. 

It is the responsibility of the Charity to ensure that the information that is 
provided in its Return, schedules and statements, is factual and complete in every respect. 
A charity is not meeting its requirement to file an Information Return if it fails to exercise 
due care with respect to ensuring the accuracy thereof. 

Under paragraph 168(1 )(c) of the Act, the Minister may, by registered 
mail, give notice to the. Charity that the Minister proposes to revoke its registration 
be~ause the Charity fails to file an Information Return as and when required under the 
Act or a regulation. 

:.· 

Devotion of Resources to Non-Qualified Donees 

The audit revealed that the Charity disbursed funds totalling $33,000 to an 
organization called the... The Charity's management indicated that this is a 
branch organization of the Charity, however no documentation was provided to support 
this assertion. · 

The Act reinforces the requirement that a charitable organization devot~ 
all its resources to charitable activities carried on by the organization itselfby authorizing 
the Minister to revoke the regis~ation of a charity if it fails to make required expenditures 
on charitable activities carried on by it and by way of gifts to qualified donees. The 
legislative intent conveyed by the expression "carried on by the organization itself' of 
paragraph 149.1(1)(a) is to require a registered charity to actively engage in its own 
charitable activities. 

A charity is allowed to have another orga.ni.Zation or individual carry on 
activities on its behalf. In such a relationship however, the registered Canadian charity 
must be and is responsible in a direct, effectual, and constant manner for charitable 
activities to which its resources are being applied. The fact that the activities being 
undertaken by another organization maybe consistent with the goals and objectives ofthe 
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Devotion of Resources to Non-Qualified Donees-(Cont'd) 

registered charity or any other registered charity is insufficient to meet this operational 
test. 

In order to give meaning and effect.to the Act, a charity must continue to 
nieet all of its obligations whether the activities are undertaken directly, through agency 
agreements or through other contractual arrangements. Notwithstanding the -means it 
chooses to meet its obligations, the onus is on the charity to show that it carried on 
charitable activities itself. It must provide documentation or other tangible evidence to 
substantiate that it met the requirements of the Act with respect to the direction ~d 
control of its resources. 

By observing guidelines given-at the time of: registration, as well as those 
available through our infomiation channels such as our toll free telephone numbers, our 
Internet site and by ·keeping proper books and records, a charity should be able to 
discharge its evidentiary bur<;len of establishing that its principal-agent relationship exists 
in fact, and that the charity maintains effective direction and actual control over its 
resour~es at all times. In the final analysis, the true test of whether a charity is 
responsible in a direct, ~ffectu.al, and constant manner over its resources and activities is 
not shown by how well.it crafts. an agreement; but rather, how well it implements it over 
$ne. Therefore, it is incumbent upon the charity to show that it properly im11lements any 
agreement it claims to be in place. · 

Furthermore, the charity, through documented evidence, must demonstrate 
that actual events tran5iiied whic~rove the continued existence of the principal-agent 
relationship. Thus, the charity must provide the CCRA with a means of examining the 
internal decision-making mechanisms within the charity's own structure through records, 
such ·as: minutes of board meetings; inspections rqJorts; internal communications (i.e., 
meiD:oranda); as well as, poliCies and procedures tliat show that the charity, by directing 
and controlling each of its activities, acted as the guiding-mind in the principal-agent 
. relationship. In addition, the charity must provide source documentation, reports, and the 
various other instruments it received from its agent showing that throughout the life of the 
principal-agent relationship, the agent reported back to the principal in such a manner and 
frequency as to allow the principal to make informed decisions about the resources and 
projects for which the principal was responsible. 

For purposes of the Act, when a registered charity merely transfers its 
resources to· another entity (assuming the entity is a non-qualified donee), but fails to 
maintain effective direction and actual control over those resources, the result is the same 
as a gift to a non-qualified donee. Allowing a non-qualified donee to take complete 
control of the resources of a registered charity nullifies the purpose and intent of the Act . 
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Devotion of Resources to Non-Qualified Donees (Cont'd) 

The Act states in paragraph 149.1 (2)(b) that the Minister may revoke the 
registration of a charity if it fails to make required expenditures on charitable activities 
canied on by it and by way of gifts to qualified donees. 

Conclusion 

Each of the reasons stated above, would in its own right suggest that there 
are grounds for revocation of the Charity's registration. 

The consequences to a registered charity of losing its registration include: 

1. the loss of its tax exempt status as a registered charity which means that the 
Charityw.ould become a taxable entity under Part I of the Act unless, in the 
opinion of the Director of the applicable Tax Services Office, it qualifies as a non
profit organization as described in paragraph 149(1)(1) of the Act; 

2. loss of the right to issue official donation receipts for income tax purposes which 
means that gifts made to the Charity would not be allowable as a tax'credit to 
individual donors as provided at subsection 118.1 (3) of the Act, or as a deduction 
allowabl~ to corporat~ donors under paragraph 1~0.1(1)(a) of the Ac~~: and 

3. the possibility of a tax payable under Part V, subsection 188(1) of the Act. 

For your reference, we have enclosed a copy of the relevant provisions of 
the Act concerning revocation of registration and the tax applicable to revokec;l charities 
as well as appeals against revocation. 

If you do not agree with the facts outlined above, or if you wish to present 
any r~asons why the Minister ofNational Revenue· should not revoke the registration of 
the Charity in accordance with subsection 168(2) ofthe·Act, you are invited to submit 
your representations, within 30 days from the date of this letter. If you wish to obtain 
an extension, please contact the undersigned. Subsequent to this date, the Director 
General of the Charities Directorate will deci~e whether or not to proceed with the 
issuance of a notice of intention to revoke the registration of the Charity in the manner 
described in subsection 168(1) of the Act. · 

If you appoint a third party to represent you in this matter, please send. us 
·written authorization naming that individual and explicitly authorizing that individual to 
. discuss your Charity's file with us. 
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Should you have any questions regarding these matters, I may be contacted 
at (613) 954-1260, or write to Charities Directorate, Compliance and Intelligence 
Division, 32Q. Queen Street, 6th Floor, Ottawa, Ontario, KlA OLS. 

Enclosures 

Yours sincerely, 

Jason Nicholson 
Audit Advisor 
Compliance and Intelligence Division 
Charities Directorate 

.. 
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