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AGED & COMMUNITY SERVICES SA & NT INC

SUBMISSION

INQUIRY INTO THE DEFINITION OF CHARITIES

AND RELATED ORGANISATIONS

Executive Summary

Aged & Community Services SA & NT Inc., is the peak industry body representing over 210 not-for-profit organisations that offer residential care, home and community services and retirement housing to more than 25,000 older people across South Australia and the Northern Territory.

We appreciate the opportunity to comment on this important Inquiry.

The following paragraphs have been selected from the body of the main text representing the key areas of opinion and concern offered by our large and diverse membership, under the Terms of Reference of the Inquiry.

There appear subtle differences in the use of terms by State and Federal Governments and others, when describing the sector to which the inquiry refers.  It may be useful, independent of any change in eligibility, to ensure that the usage of terms is simplified and standardised.  

In all considerations of language, terms and definitions ACS encourage the inquiry to consider that over the years the Australian community has developed a sense of community service that is associated with the work of “Charities” or “PBIs”.

If the sum result of Government reforms begins to devalue the role of such organisations by labelling them the same as “for profit”, then ACS believe there is a risk that, over time, this will translate into the community values system, through a lack of ethics in philanthropic offerings and volunteers’ contributions.  

ACS believe a key attribute of a “charity” is within the nature of the current definitions currently found in the PBI definitions including the notion of surpluses being allocated for the “objects” of the work of the particular charity.

ACS argue against the Government’s recent trend to see “charities” defined by the individual types of service rather than referring to an organisation as a whole.  This focus on individual activities is thwart with increasing complexity in the way such organisations are managed. It is not appropriate to split the activities undertaken by “charities”, provided they are aimed at satisfying their objects.

Although “for profit” and “not for profit” organisations service the elderly, they are different.  Their focus, how they make decisions and use of funds are prime examples of these differences.  

Various factors are placing pressures on income streams for “charities” and ACS question the expectation of Governments that “charitable” or non-commercial work is defined by services provided at 75% - 50% of market or cost price. There is a serious limitation in how long any business can offer such services without income sources that make up for the 25% to 50% difference in price.  Such alternate income streams for “charities” is clearly required and hence we believe this is further argument that “charities” be rated as organisations rather than categorised by each activity they undertake.

Though realising that some definition needs to apply to “charity”, there is a concern with suggestions that imply “charities” and the work of “charities” will be further separated into categories of “wholly” or “partially”, and as per the tax reforms “commercial” and “non-commercial”.  Moves in this direction risk significant complexity in managing “charities” and having systems to respond to the various accountability measures of different statuses.

The organisation should be the focus of definition, not the individual component activities being separately defined.

ACS believe that there is clearly significant similarity between the “charity” definitions and the “PBI” definitions provided in the discussion paper.  We believe there is merit in using one term, e.g. “charity” but providing some different levels to distinguish between categories, rather than use an increasing number of terms.

General Response

1.
The issue of definitions:


The inquiry seeks comments about the issues of definitions used in the community.  As such, the Aged and Community Services SA & NT Inc., offer comment on the following matters that we are aware cause confusion, both within our sector and the community at large. 


There appear subtle differences in the use of terms by State and Federal Governments and others, when describing the sector to which the inquiry refers.  It may be useful, independent of any change in eligibility, to ensure that the usage of terms is simplified and standardised.  


We note the Government’s most recent tax legislation only adds further to the confusion over terminology.


Examples include:

1.1 A key and demanding aspect of the new tax system for organisations wishing to have status as a “Deductible Gift Recipient” or to have “Income Tax Exempt Charity” status, has been the requirement to formally submit an application separately for each of these aspects of entitlement to be reaffirmed.  

Given the significant national resources invested to achieve this application and approval process, it seems poor timing to suggest that a further review should occur now, and encourages questioning of the purpose of this inquiry, or political management of the timing of the inquiry, given what has recently been implemented by Government.

1.2 The scope of this inquiry uses such terms as “Charity”, “Charities”, “charitable, religious and community service not for profit organisations (or sector)”, then there are those of these organisations that are defined as “partially” or “wholly” of this type.  There are then “not for profit organisations that provide charitable or religious services”, “public benevolent institution (PBI)”. To say that an organisation is “partially” or “wholly” charitable is puzzling.  It is either “charitable” or not.


1.3
The Charitable Organisations in Australia Inquiry, 1995 Report contained a summary of the organisations within Australia and grouped them in certain ways.  Figure 12.1 (page 266) of the report refers to charitable organisations/CSWOs and their taxation benefits. This implies four groups of organisations that are called Community Social Welfare Organisations (CSWOs) and that two of these four categories can be split into three further types of CSWOs.


1.4
Terms in this report that relate to this inquiry are “Charitable organisations”,  ‘CSWOs”,  “PBI”.  The new tax system definitions and reviews recently implemented include “endorsement as an income tax exempt entity”, and “endorsement as a tax deductible gift recipient”.  Within the endorsements notification application form there is reference to “sub-division 50-5 of the Income Tax Assessment Act 1997 Item 1.1 – Charitable Institution”, and, “Sub-division 30-B of the Income Tax Assessment Act 1997 4.1.1 Public Benevolent Institution”.  The issue here is the emergence of terms like “gift deductible entity” to describe an organisation adding to the terms “Charity”, “PBI” and “Not For Profit” etc.


1.5
We refer to the Charities Consultative Committee Issues and Questions for Consideration Report, November 1999 and Volume 2 as at 31/1/2000.  This committee appears to have recently covered the issue of definitions that are part of the focus of this inquiry.


1.6
In South Australia we have the Collection for Charitable Purposes Act that provides guidelines to define a “charitable” service in the community etc.  In essence this has similar meaning to other definitions of “charity” but presented with some different emphases.  We understand that these types of Acts exist within each state and have the potential to create different meanings and use of terms with quite different accountability requirements.

1.7 We have the Government rhetoric with use of language to enforce values and change community perceptions and in recent years we have observed other terms being used in the debate, for example “For Surplus”. 

It would be helpful to understand what terms are acceptable to use when engaging government, noting of course this Government inquiry refers to “Not For Profit” as a broad description of the sector.

1.8 In all considerations of language, terms and definitions we encourage the inquiry to consider that over the years the Australian community has developed a sense of community service that is associated with the work of “Charities” or “PBIs”. 

1.9 We are concerned that the current Governments zest to focus on “even playing fields”, “competitive tendering” and use of language to re-define “charity” etc. might have the inadvertent outcome of diluting (in the eyes of the community) the image that many such organisations project.  That is, the important value of voluntary and charitable work.  



This image has been reinforced in the past by Governments giving these organisations special considerations for the purpose of their work.  



If the sum result of all such Government reforms begins to devalue the role of such organisations by labelling them as the same as “for profit” then we believe there is a risk that over time this will translate into the community values system, through a lack of ethics in philanthropic offerings and volunteers’ contributions.  



Given that as a nation, Australians have changed their membership of churches and have very much moved away from this form of social reinforcement of community values, ACS believe the Government should be careful not to also dilute the role of the work of organisations in the “not for profit” sector as they project important values to the community and society.  



Similar arguments apply about efficiency that indirectly have the risk of diluting the notion of serving the community, which is an equally important ideal compared to wage levels, efficiencies and profit.

2.
Implications of current social expectation and experiences for defining charities and related organisations:
Issues Paper, pages 5 and 6


2.1
We discuss in the previous section issues related to the:



- use of terms (1.1  - 1.7)



- risk of devaluing the values that are attributed to charities and   related organisations (1.7 - 1.8)


2.2
We believe a key attribute of a “charity” is within the nature of the current definitions currently found in the PBI definitions including the notion of surpluses being allocated for the “objects” of the work of the particular charity.



We argue against the Government’s recent trend to see “charities” defined by the individual types of service rather than referring to an organisation as a whole.  This focus on individual activities is thwart with increasing complexity in the way such organisations are managed. It is not appropriate to split the activities undertaken by “charities”, provided they are aimed at satisfying their objects.



Examples of this issue are currently being experienced in the way the New Tax Reforms have changed the focus on consensus in “charities” as organisations to a focus of particular activities of a “charity” that are charitable.  



On one hand the New Tax Reforms have created definitions of “Non-Commercial Activities” for “charities” that are defined by the provision of such services at 75% or 50% of the market or cost value.  Yet, if a “charity” undertakes “Commercial” activities to try and support those services operating at 75% to 50% of market or cost value, the “charity” has no tax concession with such commercial aspects of the business becoming subject to the GST.  A quite different approach to that arising out of the Sales Tax Exemption previously available, where all activities of the “charity” were given the special concession.  



This change in approach has complicated the work of “charities” and appears to signal a reluctance of Government to see “charities” sustain their work.


2.3
The impact of the complexity of the tax system within which “charities” exist should be given consideration and the system should not discourage “charities” from undertaking the objects of their work.  There are concerns about the increased complexity of the tax reforms and other documentation requirements that Governments are implementing.



A balance needs to be identified whereby the accountability requirements do not move “charities” away from the object of the work they do.

Issues Paper, Point 11, pages 7 & 8.


2.4
There appears “no one view” within the charitable sector regarding the move towards self help, which includes the increasing user pays focus in aged care.



We acknowledge that the work of “charities” cannot solely focus on financially disadvantaged.  The needs of the frail elderly, irrespective of their financial means, should be given a special focus as part of a definition of “charity” and “public benevolent” work.



We acknowledge the need for “charities” to consider the variable financial means of the people they serve and expect differing levels of individual contribution based on individual means.


2.5
Although “for profit” and “not for profit” organisations service the elderly, they are different.  Their focus, how they make decisions and use of funds are prime examples of these differences.  



As a general comment, it is our view that “not for profits” have:

· Greater likelihood to establish services in areas where the profit outlook is minimal or non-existent, e.g. rural and remote areas and/or marginal/low socio-economic communities or catchment areas.
· Greater likelihood to service special needs groups.

· A greater history in aged care to have contributed to the development and innovation of a broad range of programs for the elderly through the process of returning surplus back into services.  This relates again to their decision-making that is not solely based on a profit perspective, but includes a focus that explores improvements for the elderly.

The two types of organisations are different and should continue to be treated differently.  With this goes an expectation that “not for profits” will engage in these difficult areas, and be supported by Government in the provision of essential services.

We note the “Charitable Organisations in Australia” Report No. 45, 1995, Industry Commission did offer commentary about the nature of “charities” and the work they undertaken relative to “for profits”.


2.6
ACS has identified changing social and environmental factors that include:

· Increasing demand for services as the “older” old population (80+) proportion increases; this being the aged group more typically requiring services.

· Acute Sector problems which have impacted on the the aged care sector with issues associated with discharge planning, shorter stay periods and greater expectations upon service providers to be part of the rehabilitation process.

· A diminished donation based income stream, with variable views arising in the community about “user pays” and the increased pressures in this area.  ACS sense this is also affected by other changes in society such as reduced religious affiliations etc.

· Greater accountability has tended towards administration and documentation volume etc, and is seen as having a negative impact of reducing direct care time and interaction with the elderly, which creates a ‘catch 22’ potential in a limited resource area.

· With a decline in government subsidies to “charities”, an increase in administration and service costs etc., “charities” have had to seek alternative ways of attracting funds.  This has included introducing fundraising products and services so that the funds derived can support their charitable works.  




This has challenged some in the community in terms of a perception that some “charities” focus too much on income issues.  The fact is that “charities” would not have to conduct such activities if funding was adequate.

· In terms of the future, there needs to be a greater balance between expectations and the acknowledgment that in a limited resource environment, there is a limit to how these various matters balance with open-ended service delivery expectations and accountability.

“Charities” are changing in terms of their governance, business acumen, systems etc. as a natural outcome of the types of measures mentioned above.

These factors are placing pressures on income streams for “charities” and do question the expectation of Governments that charitable or non-commercial work is defined by services provided at 75% - 50% of market or cost price. 

There is a serious limitation in how long any business can offer such services without income sources that make up for the 25% to 50% difference in price.  Such alternate income streams for “charities” is clearly required and hence we believe this is further argument that “charities” be rated as organisations rather than categorised by each activity they undertake.

Issues Paper, Point 15, pages 9 & 10)


2.7
Though realising that some definition needs to apply to “charity”, there is a concern with suggestions that imply “charities” and the work of “charities” will be further separated into categories of “wholly” or “partially”, and as per the tax reforms “commercial” and “non-commercial”.  Moves in this direction risk significant complexity in managing “charities” and having systems to respond to the various accountability measures of different statuses.



We have no easy answer to this question but to re-affirm our views that an entity is greater than the sum of its component parts.



In summary, we have a view that the organisation should be the focus of definition, not the individual component activities being separately defined.

3.
Enhancing definitions used:

Issues Paper pages 14 & 15.


ACS members are defined as “charity and/or PBI” in tax law and other legislation.


The organisation is defined the same in most forums for which we engage.


ACS believe that there is clearly significant similarity between the “charity” definitions and the “PBI” definitions provided in the discussion paper.  We believe there is merit in using one term, e.g. “charity” but providing some different levels to distinguish between categories, rather than use an increasing number of terms, like

· PBI

· CSWO

· Not for Profit

· Non-commercial.


The community needs to have the message reinforced that anyone referred to as a “charity” has certain characteristics.  Important aspects include 

· the business does not operate for the gain of individual members, and

· the nature of the predominant service of the organisation.

Ros Herring

Chief Executive Officer
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