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Tax and Testimonials

Background

The following notes are meant to be used as a reference guide for Tax and Testimonials. Specific tax advice should be sought before implementing any of the guidance shown below.
Up until a decade ago, professional sports individuals would often be entitled to a tax free testimonial or benefit match.  The granting of a testimonial would be based on factors such as the length of time the individual had been in the sport or to give the sports individual the opportunity for one last game or match.  

Financially, testimonials were a good way for a sports individual to receive a tax free lump sum payment prior to retirement.

However, since 2001 it has become much more difficult to argue that a testimonial match or period should be classified as tax free.  For committees and sports clubs, the testimonial has become a tax minefield.  

HMRC will try to collect tax on income made via a testimonial in a number of ways:

From the testimonial committees
Where a testimonial committee is an unincorporated association, the committee may be charged to Corporation Tax on any income it receives, including:

· Trading profits; and 

· Bank interest.  

The normal ‘Badges of Trade’ criteria will be applied to assess whether a committee is trading, including:

· Whether there is a view to making a profit, 

· The frequency of transactions, matches, dinners and other events.

Each event within a testimonial year should be considered separately in deciding whether the receipts from that activity are trading receipts. 

Entrance fees to a sports match, payments for a concert or dinner event and receipts from the sale/auction of merchandise or advertising space will always be taxable trading receipts, unless the proceeds are donated to charity.

Where a genuinely voluntary collection is taken from spectators at a benefit game or event, solely as a measure of personal esteem for the player, these receipts are unlikely to constitute trade receipts. 
An entrance fee for an event, described as a ‘suggested donation’, is likely to constitute a trade receipt where it appears that there is a degree of commerciality.
If a committee could be deemed to be trading, then VAT may be applicable on the taxable supplies such as admission tickets.  
From the sports personality
Funds raised and subsequently paid to the sports person or beneficiary may be deemed to be taxable income for them.  
If there is a clause within the individual’s contract that they will be entitled to a testimonial or testimonial year, then the income will be taxed as employment income under S62 ITEPA 2003.  
HMRC will look at each case individually, so it is possible to argue against this.
It is worth noting that even where there is no clause within the individual’s contract, if it was expected that a testimonial match or period would be granted, the income which is ultimately received by the sports individual could be classified as employment income.
Sedulo and testimonials
The team at Sedulo have worked on a number of high profile sports testimonials over recent years.  These include full testimonial periods with a variety of events (which will usually be seen as ‘commercial activities’) to one off benefit matches, which are more likely to fall outside of the trading criteria.
Examples of our most recent involvements in Testimonials include:

· Actively working with the committees of Premiership footballers and Rugby Union footballers to efficiently plan each event during a defined testimonial period;
· Ensuring the taxable and non-taxable elements of a testimonial are correctly split and accounted for;

· Dealing with HMRC in terms of any queries they may have;

· Ensuring a valid case is built as to why aspects of the testimonial can be classified as tax free;

· Providing advice to committees in terms of one off benefit matches, together with assisting with the administrative burden of this.

Further information....
Please contact either Paul Cheetham or Kirsty MacDonald at Sedulo for further details:

Email: paul@sedulo.co.uk 
kirsty@sedulo.co.uk

Tel:
07879056579

07827358933
Office: 0161 236 9077
For further information please refer to www.sedulo.co.uk.  This material is provided as a general guide only, and should not be relied upon as tax advice.  For specific tax advice please contact us on the details above.  (c) Sedulo Group Limited 2011.  All rights reserved.


