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22 December 2000

Inquiry into the Definition of

Charities and Related Organisations
C/‑ The Treasury

Parkes Place

PARKES ACT 2600

Dear Sir / Madam,

Inquiry into the Definition of Charities and Related Organisations
I am enclosing a submission to the Inquiry from our organisation, both on paper and on floppy disk. I look forward to hearing the outcome of these discussions.

Yours sincerely

Jean McGibbon

Director Corporate Services

INQUIRY INTO THE DEFINITION OF CHARITIES & RELATED

ORGANISATIONS
The Family Planning Association of W.A. Inc is a non‑government, non‑profit organisation, which is considered a "charity" for ITEC endorsement, but does not quite fit into the DGR categories of Health, Education, Research, Family. We have in the past been considered a PBI, but lost that status and were told that we no longer fit into Welfare & Rights as a PBI, because our work is too preventative ‑ there is not enough direct relief of sickness or suffering. There are large inconsistencies within the health services ‑ many preventative. health services such as Red Cross, Cancer and Heart Foundations are recognised as DGRs but we are not.

FUNDRAISING:
We no longer request donations for three reasons.

•
Firstly, as we don't qualify as a DGR, our donors cannot get a tax deduction for their donation.

•
Secondly, we are regarded by many of our clients as "government" because our services are either free or very low cost. Clients who have the perception that we are government, are not prepared to donate to the government ‑ they expect their taxes to pay for these services.

•
Thirdly, as government funding has reduced we have been forced to raise more revenue directly from clients. We have introduced a small annual contribution to cover administration costs, but we never turn away a person who cannot or will not pay. However small the contribution, many clients feel they have paid for the service, and are not prepared to give more voluntarily.

Below is a comparison of our income sources now and 10 years ago‑.‑
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Federal grant
64%

52%

State and other grants
17%

30%

Client fees
13%

18%

Donations & Fundraising
6%

0%

PREVENTATIVE WORK:

By its very nature, preventative work pre‑empts demand. Government encourage preventative work because it saves money in the long run. But people at risk, be they smokers, overweight or indulging in unsafe sex, do not seek these services, and much less wish to pay for them. It is therefore difficult to apply the 'user pays model' for preventative work ‑ this is essentially work that has to be properly funded by government.

OUTCOME BASED FUNDING AGREEMENTS:

The main problems we have experienced so far with outcome based funding are,.‑

*
Project funders wish to pay only for the variable costs of providing a service, they are reluctant to contribute to fixed costs. At the same time, our Commonwealth (core) funding is being reduced in real terms, as we have had either a cut in funding, or at best a 1.5% increase per annum over the past 6 years. We do not get any capital funding allocation. No organisation can exist in the long term unless both variable and fixed costs are covered.

0
Where it is not possible to cover fixed costs, variable costs get squeezed, and the most likely cost to get squeezed is wages. Dedicated staff take on more than they can manage, which leads to illness, stress and Workers Compensation claims. Recruiting new staff becomes difficult where we are unable to offer competitive salaries. This is especially applicable in relation to doctors and experienced managers. Having access to FBT free salary sacrifice would provide some cost free incentive for the organisation.
0
Who establishes the benchmarks for outcome based funding? There is 
no consistency in the way non‑profits are funded. There is no consistency in the accounting methods used by non‑profits ‑ many still report on the cash basis. The same methods to measure outcomes are not 
consistently applied across organisations ‑ we have evidence of this even between the different Family Planning Associations. Governments may be tempted to use the lowest cost per unit, and this cost will not include all fixed costs. 
0
Some government departments still behave in a 'big brother' manner, requesting detailed budgets as part of the submission, then requesting a separate audit of the project. If funding is to be 'outcome‑based' and on a more commercial basis than in the past, the funder should:

Decide what outcomes they require Put it out to tender Accept the tender which they believe will best deliver the outputs Satisfy themselves that the outputs have been achieved End of project

(We have experienced funders questioning our budget ‑ eg "we think you could cut this from 3 to 2 workshops by having 22 participants in each workshop rather than 15". We will always have to prepare detailed budgets for our own costing and control purposes, but we fee/ that execution of the contract should be up to us. If we tender at a price that is too high, we risk not getting the work. Presently we find funders want to bargain down the contract price without giving up any of the outputs.)

*
Our organisation is audited ‑ we should not have to have projects individually audited, and we should not have to provide financial reports at the end of the contract. The satisfactory completion of a project should rest on the funder being satisfied with the outcomes. Additional audits add to cost.

*
For funding that reflects on‑going work, where agreements are routinely renewed year on year, one‑year funding agreements are too short. These should be for three years and surpluses or deficits should be carried across year‑ends, and only have to be fully acquitted by the end of the three‑year term. Strict one‑year financial reporting leads to necessary expenditure being held back until the following financial reporting period, where the funder doesn't allow a deficit to be reimbursed from the following year's grant. Or there is a flurry of panic spending at the year​end to use up a surplus.

*
Funding agreements need to be negotiated well in advance of the start date. Our funders ask that our business plans be submitted in May or June for work commencing on July 1st . However, we often have to wait months before receiving the contract. In the meantime, we continue to provide the service on trust, not knowing how much we have to spend. Our concern is not so much about getting the money, as new or changed outputs, or different statistics the funder requires. As / write this in the first week of December, we have not yet received a formal contract from the Commonwealth Government for our core funding for this financial year commencing July 1st .
*
Governments have insisted that non‑profits become more business like, and the bar has been raised significantly in terms of financial compliance in an increasingly complex regulatory environment (eg GST). Many non​profits have had to change from using a part time voluntary treasurer, to employing a qualified accountant. There has been no monetary recognition of this and non‑profits are increasingly squeezed in trying to attract and retain competent staff.

DIFFICULTY IN MAINTAINING OR INCREASING OUTPUTS:

Because our services are subsidised, every additional service provided incurs a further 'loss'. Regular businesses can increase their income by increasing services. We cannot do this because we are prevented, by the terms of our contract, from charging for clinical services, so there is a loss rather than a profit attached to each additional service. Therefore as our grant reduces in purchasing power our options are:‑

Reduce costs ‑ ie services and outputs

Increase revenue from other sources. However there are two problems associated with this. Firstly, as mentioned above, State and other funders expect to pay only variable costs, so taking on new projects seldom contributes to existing fixed costs, and often leads to an increase in administrative staff or capital expenditure (computers etc) just to provide the capacity to carry out the project. Secondly it is confusing for clients when some services (eg clinical) are subsidised but others (eg counselling) provided in the same building are charged for at market rates.

Governments are strongly encouraging non‑profits to become 'more self​sufficient'. We are at the same time constrained by clauses in their contracts, public perceptions of the organisation as a provider of free or subsidised services, and our own moral responsibility to provide services to the most needy regardless of their ability to pay.

FUNDING IS OFTEN AVAILABLE ONLY TO PBIs
The non‑profit sector is not a level playing field. We have several examples where we have had a submission rejected, or approved in principle and subsequently cancelled because FPWA is not a PBI.
•
United Way was unable to proceed with a grant for FPWA to train nurses in remote areas (rather than have the nurses come to Perth for our regular courses). United Way can only give funding to PBI's.
•
The Margaret Fielman Foundation was very interested in providing our PIP (intellectual disability) program with ongoing funding to provide services to Indigenous Youth with an Intellectual Disability in WA, but were unable to because FPWA lacked a PBI status.

•
Both the Sidney Myer Foundation and the Ian Potter Foundation have indicated that they are interested in the work we do and that they would fund us if FPWA was a PBI.
These organisations/foundations are either prevented from funding non‑PBJs because their OWN PBI status is in jeopardy if their funds end up in Non​PBIs; or (in the case of United Way), the companies that donate to U.W. are only able to claim a tax deduction provided the money is channelled to a PBI.
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EXECUTIVE SUMMARY:

Fundraising: Is not a useful activity for a non‑profit unless it is a DGR. The public is confused about the status of a non‑profit that is a 'charity' but cannot receive tax‑deductible donations.

Preventative Work: Is not demand driven. It cannot succeed on a user‑pays basis and must be fully funded by governments, if they see it to be useful.

Outcome Based Funding Agreements:

Funding should be granted on the basis of full cost not variable costs only. State funding, in particular, tends to assume that fixed costs are paid for by the Federal Government, and the Federal Government tells us to bring in "other work" to pay these costs.

Inconsistency in accounting methods across non‑profits raises concerns regarding the establishment of benchmarks.

Tendering for work is more expensive for non‑profits than for commercial businesses, because it requires a financial report, and often an audit. Once a business has won a tender, they are required to produce the outputs only.

On‑going work should be funded for a minimum of three years, and surpluses and deficits should be carried forward until the completion of the contract.

Governments are often slow in getting contracts done, and assume that non‑profits will continue to provide the services anyway. At the same time they write heavy penalties into contracts for non‑adherence by non‑profits.

Increased pressure for financial accountability and compliance in an increasingly complex regulatory environment (eg GST). Most non‑profits now require the services of qualified staff. No recognition of this additional cost.

Difficulty In Maintaining Or Increasing Outputs: Because our services are subsidised, every additional service provided incurs a further 'loss'. Therefore it is not possible to increase income by increasing services ‑ this in fact increases the losses.

Funding Is Often Available Only To PBls: The non‑profit sector is not a level playing field. We have several examples where we have had a submission rejected by a Foundation, or approved in principle and subsequently cancelled because FPWA is not a PBI.
