Bold ideas for electoral reform

Spotlight asked electoral experts what they want to see in the upcoming Elections Bill. Here

former Electoral Commission chief executive Bob Posner discusses how to block foreign donations.

Closing the loopholes on foreign
donations through companies

Two quick fixes to the rules on corporate donations will go a long way to
protecting our electoral system from foreign influence, argues Bob Posner.

Most established democracies around the
world, including the UK, prohibit donations to
political parties or political campaigners from
foreign sources. Indeed, the UK as a member
of the Council of Europe is a signatory to this
principle. The premise is one of self-
determination: that it is only for the citizens of
a country and those who have a direct stake in
it to determine who is elected and governs.

Accordingly, the rules on donations in the UK
only permit donations (or loans) from an
individual on a UK electoral register or from a
company incorporated and registered in the
UK that carries on business in the UK.

It is this second category of company
donations that is not water-tight in preventing
foreign-sourced or overseas-directed funds
being fed into UK politics through
international company structures. In other
words, a UK-based company can readily
acquire overseas funding and/or be directed by
non-permissible overseas donors to make
donations to UK political parties. There is
insufficient transparency to demonstrate the
extent to which this happens but it is likely not
contentious to conclude it does.

This matters if we are to ensure free and fair
elections and ensure voters' trust in politics.

Two straightforward changes to elections law
would address the issue. Both are needed.

1. Corporate donations should only be
permissible from UK businesses generating
sufficient income to cover their donations.
The Committee on Standards in Public Life
has recommended that UK companies should
only be allowed to make donations if they are
generating sufficient income within the UK
to fully fund any donation. Specifically,
“PPERA [the Political Parties, Elections and
Referendums Act 2000] should be amended to
provide that company donations should not
exceed net profits after tax generated in the UK
within the preceding two years”.

This is consistent with the long-standing
recommendation of the Electoral Commission
to successive UK governments that:

“existing controls on donations should be
strengthened so that parties and campaigners
can only accept donations from companies that
have made enough money in the UK to fund the
amount of their donation. Currently, a company
can donate to a UK political party or
campaigner if it is registered at Companies
House and is ‘carrying on business’in the UK.
There is no requirement for the company to
show that it has made enough money in the UK
to give or lend to campaigners”.


https://search.coe.int/cm#%7B%22CoEIdentifier%22:%5B%2209000016805e02b1%22%5D,%22sort%22:%5B%22CoEValidationDate%20Descending%22%5D%7D:~:text=Article%207%C2%A0%C2%A0%C2%A0%C2%A0%C2%A0%C2%A0%C2%A0%C2%A0%C2%A0%C2%A0%20Donations,from%20foreign%20donors.
https://www.gov.uk/government/publications/the-funding-of-political-parties-in-the-united-kingdom--2

2. Political parties should only be allowed to
accept donations from UK businesses whose
ultimate beneficial owners are permissible
donors under electoral law.

The change in the law at 1 above is not
sufficient to prevent non-permissible overseas
donors enabling money to come through
companies to UK political parties. This is
because of the international nature of certain
company structures, with substantive trading
subsidiaries in the UK that are ‘controlled’
from overseas by non-UK citizens. The UK
subsidiary can therefore be exploited as a
controlled conduit for foreign donations.

This should be prohibited by a simple change
in the law that requires political parties to go a
step further when carrying out their currently
legally required checks on the permissibility
of donors. This additional scrutiny would
require parties to ensure that the ultimate
beneficial owner of the company is a
permissible donor under UK election law,
making it unlawful to accept the company
donation if this is not the case.

Company law already requires transparency of
beneficial ownership and control of
companies. Listed companies are also subject
to additional transparency obligations under
the Financial Conduct Authority's Rules. For
unlisted UK companies, equivalent ownership
information is available from the PSC (person
with significant control) register.

A person holds a ‘majority stake’ when that

individual:

+ holds a majority of the voting rights, oris a
member and controls alone, pursuant to a

shareholders agreement, a majority of the
voting rights; or

+ isamember and has the right to appoint or
remove a majority of its directors; or

« exercises, or has the right to exercise a
dominant influence/control over the entity.

Accordingly, it would be straightforward for a
political party to check whether the ultimate
beneficial owner is a UK permissible donor.
The Labour Party stated in its 2024 election
manifesto that it would “protect democracy by
strengthening the rules on donations”. By
introducing the two measures outlined above,
the government'’s proposed Elections Bill can
readily address the issue of company
donations as part of protecting the UK’s
robust democracy.
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