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Introduction

The Scottish Social Enterprise Coalition is the national collective voice for social enterprise in Scotland, and a strategic partner of the Scottish Government, bringing together social enterprise and its supporters into a strong force for change. It is estimated that there are 62,000 social enterprises in the UK, employing more than 55,000 people and contributing around £28bn a year to the economy.

In February 2010 an IPSOS MORI attitudinal survey showed that 65% of the general public in Scotland understood the term social enterprise, of which 81% believed that there should be tax incentives for social enterprise.  The idea for social enterprise incentives is not new; in Brazil, sports based social enterprises attract tax relief – See Appendix 1.  
Background

The UK Coalition Government has rightly identified social enterprise as a key driver of the Big Society. Social enterprises have the proven expertise and dynamism to find business opportunities amid poverty, provide life changing experiences for individuals and communities and deliver quality public services. However as public spending contracts, the Government must consider how private investment could be leveraged into funding the social enterprise movement to replace public sector investment.  We know there is growing investor awareness of social enterprise, in keeping with the tide of interest in ethical social investment, yet to date apart from welcome initiatives such as the Social Impact Bond pilots  and the Breakthrough Fund (social venture capital investment), and Big Issue Invest Fund (primarily loan investment), there is no easy mainstream mechanism for inward investment. We believe that if social enterprises are to fulfil their potential, they should be recognised as an investment class in their own right, with measures introduced which could attract both ethical and pragmatic investor alike.  We would therefore ask that the Treasury undertake a careful review of existing measures within the tax system to boost inward investment. Judicious amendments, we believe, would draw in fresh investment and deliver a critical step change in the scale and capacity of UK’s social enterprises.

1 – Amending Community Investment Tax Relief (CITR)

CITR was created to stimulate the flow of private finance into the UK’s poorest communities. It now has a proven track record (having raised £58m by 2009) and remains the only vehicle available for this activity. We believe the adjustments suggested below would ensure that CITR fulfils its potential.  

· Doubling the present investment period from the present 5 years to 10 years. 
This would give Community Investment Finance Institutions (CDFIs) such as Social Investment Scotland far greater flexibility in matching capital with loans. 10 years would be ideal. We believe the potential exists to offer even greater timeline flexibility, depending on the asset class with which any CITR investment was geared. For example a Renewable Energy CITR Bond might be structured over 15 years, as the loan required would be for that period and investors would expect that timescale within which to see financial returns.
· Extending the investment limit. 

The current £250,000 limit is unnecessarily restrictive. We believe a higher ceiling would enable investment to be made in more securely in key sectors for the longer term. E.g.s. community renewable energy, community building acquisition, recycling or waste investments.

· Repositioning CITR as a serious investment option. 

At present awareness of CITR among investors is extremely low, its image being one of a low grade charitable donation type investment. We believe CITR should be repositioned to the accountancy and investment community as a clear, specific investment option for High Net Worth Investors and businesses, to provide a financial return whilst achieving charitable or community investment aims.

· Ring fencing a central levy on banks for community investment.

The Government rightly recognises that the banks need to lend more proactively to small businesses. Yet the reality is that Banks are even less willing to lend to social enterprises. We believe therefore that a percentage of any central levy on banks should be ring fenced for community investment via CDFI’s and then into social enterprise.  Such a levy would be ensure that effective investment could be is made through the intermediaries who understand this marketplace.

·  Using CITR for a Big Society Bond. 

We believe that the Government could radically raise awareness and inward investment through investing an initial significant sum into CDFI’s on the basis that each CDFI could match this £ for £ from external investors in a Big Society Bond. The Government portion would take first risk, but this would enable leverage to take place by acting as a magnet for other investors. Follow on investment in future years could then take place without government investment – investors would have greater awareness of the risk.
2 - Amending the Enterprise Investment Scheme Relief (EIS)  

The UK tax system currently offers tax reliefs to individual investors who subscribe for shares in unquoted trading companies through the Enterprise Investment Scheme.  The EIS is intended to help small higher risk companies raise finance by issuing new shares to investors
.
Social enterprises take a variety of different forms – in the main these are companies limited by guarantee, community interest companies and industrial and provident societies.

· EIS only applies to entities which have a share structure (limited companies, limited company CIC, certain IPSs), therefore many social enterprises, as currently constituted, are unable to qualify for EIS.

· Currently the majority of social enterprises are companies limited by guarantee and these do not issue shares.

Therefore, it is more efficient for an individual to invest in a limited company which is not a social enterprise but qualifies for EIS relief than in a social enterprise which is a company limited by guarantee. We believe EIS could provide tax relief to individuals who are willing to make equity investments into social enterprises which have a share structure. As with CITR, however, there is low awareness of the relief.EIS could provide tax relief to individuals who are willing to make equity investments into social enterprises which have a share structure:

· This relief could be made available immediately to social enterprises which are entities with a share capital. 
· Social enterprises might be encouraged to adopt a legal form allowing them to benefit from EIS.
· A relief ought to be available to ensure that the conversion of an existing social enterprise to a corporate structure which benefits from EIS is tax neutral.

Potential Costs to the Treasury
If the Government is to encourage social enterprises to convert into entities which have a share capital, then consideration must be given to the costs to the Treasury of implementing this extension.  Clearly, providing income tax relief on an investment which would previously not have been eligible for any form of tax relief is a cost, but the social enterprises could have decided to change structure to enable future investors to claim the relief anyway, and borne any related tax costs of conversion.  The only lost tax revenue would therefore be if a relief is offered on conversion of the existing social enterprise to the new EIS qualifying corporate structure

The potential capital gains tax exemption on realisation of the EIS shares should not represent a great cost to the Treasury because in most social enterprise situations, the shares would be of little capital value as social enterprises generally do not return value to investors by way of dividend or other distribution rights.

EIS is a relief which is already in place and which could be used by social enterprises to encourage third party investment.  To date social enterprises have chosen to use a company limited by guarantee model as it was considered to be most appropriate for an organisation with a social objective.  If social enterprises are to be encouraged to utilise EIS as a way of encouraging investment, it is important that existing social enterprises are able to convert to EIS qualifying entities in a tax neutral manner and that the EIS rules are reviewed to ensure that such a conversion would not prevent the application of EIS to the new social enterprise company. 

Venture Capital Trusts offer a similar relief to EIS to individual investors.  It is thought, however, that the minimal capital and income returns which a social enterprise would offer would make this a less attractive investment, unless a specific social enterprise relief was introduced.

3 - Create a Social Enterprise Specific Tax Relief
We believe that in time, the Government should give consideration to a specific tax relief for social enterprise, perhaps in the context of its current funding to the Social Enterprise Mark or establishing in the future, a binding legal and corporate definition.     

· This would either have to apply to all social enterprises in all of their various forms or there would have to be a preferred social enterprise structure, such as a CIC, to which the relief applied.
· Any social enterprise specific tax relief should apply to both equity and loan funding.  

Conclusion

We believe that taxation is a key means of unlocking new money into the UK’s social enterprise movement. Present challenges include low levels of investor and investee awareness, unnecessary restrictions to CITR and the mismatch of current corporate mechanisms for unlocking equity finance through shares, where there is an asset lock.  At present little private investment flows into social enterprise, yet with public spending cuts inevitable, the Scottish Social Enterprise Coalition would very much welcome an examination by the Treasury of how progress could be made to ensure social enterprises can grow and achieve their full potential.  
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Chief Executive  
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Appendix 1 

Tax Incentives for Investors Supporting Sports Based Social Enterprises in Brazil
LAW Nº 11.483, 29TH December 2006

From 2007 - 2015, deductions can be made in the annual tax return ‘declaração de ajuste annual’ 
for any amount invested in projects which have been approved by the ministry of sport, ranging from 1 - 6% of the total tax. These benefits do not include or exclude any fiscal advantages or deductions that already exist.  Sports projects benefiting by this law must come under the following terms: educational sport, participation sport, sport revenue plus sports projects which promote social inclusion. Any monies saved through these tax breaks cannot be used to pay professional athletes in any sport.

Appendix 2 - Coalition Membership  

Members

Aberdeen Day Project Ltd (The Bread Maker)

Aberdeen Foyer

Aberlour Child Care Trust

ACE Credit Union Services

Action for Change

Age Concern Enterprises

Albyn Housing Society
Alloa Community Enterprises

Argyll & Bute Social Enterprise Network

Association of British Credit Unions Ltd

Autism Initiatives

Bookdonors

BRAG Enterprises

Buchan Dial-a-Community Bus

Calman Trust

Camphill Scotland

CBS Network

CDA (Scotland) Ltd

CEiS

CEMVO Scotland

Centre of Health & Wellbeing

Claverhouse Group

Community Care Providers Scotland

Community Energy Scotland

Community Enterprise

Community Food Initiatives North East
Community Recycling Network for Scotland

Community Retailing Network

Community Transport Association

Community Woodlands Association

Compassion 'n Action

Co-operation & Mutuality Scotland

Co-operative Development Scotland

Co-operative Education Trust Scotland

Cornerstone

Crescent Kitchen
Cunninghame Housing Association

Development Trusts Association Scotland

Dunedin Canmore Housing Association

Elite Linguists

Employers for Childcare

Firstport

Forth Sector

Grampian Housing Association

GREC Graphics

Haven Products

Highlands & Islands Social Enterprise Zone

Impact Arts

Inspire Ventures

Institute of Local Television

Institute of Occupational Medicine

Inverclyde Association for Mental Health

Link Group

Linked Work & Training Trust
McSence

Mediaco-op

Moray Social Enterprise Network

Mull & Iona Community Trust

North Glasgow Housing Association

Port of Leith Housing Association

Real Work Skills
Scottish Borders Social Enterprise Chamber

Scottish Churches Housing Action
Scottish Federation of Housing Associations

Scottish League of Credit Unions

Senscot

SKSscotland
Social Enterprise Academy

Social Enterprise Clydebank

Social Firms Scotland

Social Investment Scotland

Speyside Trust (Badaguish Outdoor Centre)

Spruce Carpets

The African & Caribbean Network Ltd

The Big Issue Scotland

The Clean Close Company

The Engine Shed

The Factory Skatepark
The Kibble Centre

The Melting Pot

The Wise Group

UK Credit Unions
Unity Enterprise

With People

You Can Cook

Associates

ACOSVO

Creation Ltd

Fife Social Economy Partnership

Glasgow Caledonian University

Glasgow East Regeneration Agency

Glasgow South West Regeneration Agency

Keegan & Pennykid

MacRoberts

R.I.E.R. Social Economy Partnership

Royal Bank of Scotland

Scottish Chambers of Commerce

Scottish Council for Development & Industry

Scottish Urban Regeneration Forum

Shell UK

Social Enterprise Alliance Midlothian

Standard Life

The Faculty of Advocates Free Legal Services Unit

The Grange Group

The Scottish Parliament & Business Exchange

Triodos Bank

Unity Trust Bank

Volunteer Centre West Lothian

Individual Associates

Janet Barnes

Isobel d’Inverno

Martin Meteyard

Anne-Marie McGeoch

Jackie Scutt

Sandy Slater

Kenneth Tomory

Paul Zealey
� Qualifying investors in EIS "qualifying companies" can benefit from relief on up to 20% of the amount which they subscribe as a reduction in their income tax liability.  Individuals can invest up to £500,000 in EIS shares per year.  In addition, any capital gain arising on the disposal of EIS shares is exempt from capital gains tax if the shares have been held for the "qualifying period", usually three years from the date of issue of the EIS shares.   


If an individual does not qualify for EIS relief in respect of the shares which they hold because they are an employee of the company, they may currently benefit from the application of entrepreneur's relief to any gain which arises on the disposal of their shares in the company.  If maximum entrepreneur's relief is available, an individual will pay capital gains tax at an effective rate of 10% on the first £1m of gain which arises on the disposal of their shares.








