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Characteristics of the sector in Australia.

The last Census of Child Care conducted by the Department of Family and Community Services showed that there were 7912 child care services of the various types of care
. This included the following:

· Community based long day care

· Private “for profit” long day child care centres

· Family day care schemes

· Outside school hours care services

· Vacation care

· Occasional care

· Multifunctional services

· Multifunctional Aboriginal Children’s Services

· Mobile services and toy libraries

· Aboriginal Playgroups

Just over twenty five percent of all long day care centres are “not-for-profit” community based.

The majority of all other service types are not-for-profit community based services.

The sector employs the following number of workers
:

· Community based long day care
14,544

· Private “for profit” long day child care centres
24,915

· Family day care schemes
15,755


· Outside school hours care services
8,085

· Vacation care
3,835


· Occasional care/ other care
3,885

TOTAL
71,019

Factors impacting on the shape of the child care sector today

The child care sector has grown rapidly in the last decade since the Federal Government extended the then Child Care Assistance to private for profit child care long day care providers in the early nineties.

In 1997 the Federal Government removed any form of direct funding to community based child care by abandoning “Operational Subsidies”. The Brotherhood of St. Laurence has argued this impacted negatively on the ability of low income families to access child care
.

Although we have yet to see evidence of this, there are some who have argued that affordability of child care will improve
 with the tax changes in 2000 combined with the new payment called Child Care Benefit.

Anecdotal evidence from Community based centres however continue to report upward cost pressures which includes higher workers compensation costs and insurance premiums which inevitably contribute to fee increases. Staff shortages are also putting pressure on centres to offer higher wages in order to attract staff back to the sector.

The nature of contemporary community-based child care

Community based child care centres today are not merely child minding centres, if ever they were. They are centres of early childhood development where the early childhood education of children begins in their most formative years and in the period of most intense physical and neurological development
. They are also the point at which parents going through a vulnerable life stage are in contact with professionals who provide advice and support in the process of parenting. Many are also involved in community development activities and specifically aim to assist children from disadvantaged backgrounds.

The child care sector has undergone some changes over the last few years which are pertinent:

· Indirect funding via users as opposed to direct funding from the Federal Government

· Child care that is universal as opposed to targeted at low income people or those living in poverty;

· The tax changes which currently exempt child care fees from Goods and Services Tax;

· A sector which is dominated by private for profit services in the area of long day care and not-for-profits in all other forms of child care;

· The changing nature of employment which is becoming less permanent and more casual and contractual, less full-time and more part-time and casual;

· New legal responsibilities/ liabilities of management committees; 

· Changes in the nature of funding from government to non-government organisations from grants to tenders;

· Changed “priority of access” guidelines which give equal priority to children at risk with children with parents working or studying.

The “charitable status of Child Care Centres

The community based sector child care services are variously incorporated as not for profit or charitable organisations through:

· Separate incorporation under Cooperatives Act or Associations Incorporation Act

· Under church auspices

· Under local government auspices
· Autonomous with separate incorporation and management committee

· Delegated with a management committee effectively a sub-committee of the Council

· Council run and managed and directly under legal umbrella of Council.

· Other (such as Aboriginal Associations Act)

Although it is assumed that the charitable status of child care services is clear, advice solicited by Community Child Care Victoria from the Australian Taxation Office has revealed some uncertainty.

While there is potential for child care centres to be classified as charitable organisations, to achieve this they must satisfy standard criteria (ie be non-profit, have purposes which are of a charitable nature and contain a clause in their constitution which clearly states, that should the organisation be dissolved, surplus funds be directed to a like organisation) plus they must either:

· Be solely or predominantly established for the purpose of providing child care to disadvantaged persons/those in special need.  This purpose must be defined in the stated purposes of the organisation and not merely be an outcome of the service provision – ie it is not enough for a centre merely to be located in an area of high economic need, or for it to happen to service a high proportion of families from disadvantaged backgrounds.  Again, this must be the primary or sole purpose, and ongoing function of the centre

OR

· Be classifiable as an educational institution – kindergartens could potentially be included here, but the advice received was that the service would need to offer a program which was overwhelmingly kindergarten based – they would not accept as educational a service which offers say, 25% of places to a kinder program and the remainder to child care for younger children – the latter is not considered educational.

We are awaiting confirmation of this information from the ATO. However, it would appear that the individual rulings by the ATO about the income tax exempt or “charitable” status of services is inconsistent with one auspice body reporting  a 50% success rate with six child care centres under its umbrella. 

Some community based child care centres may have Public Benevolent Institutions (PBI) status which give donors tax deductibility. Certainly, not having this status disqualifies organisations from receiving grants from Philanthropic Foundations
. This ineligibility further restricts the pool of funds available to community-based child care centres who also spend a considerable amount of voluntary effort in fund-raising. The Industry Commission had recommended an extension of this PBI status to all not-for-profit community services
.

Fringe Benefits Tax

Some non-profit, non-government  organisations are eligible for a rebate of 48% of the amount of Fringe Benefits Tax that would otherwise be payable.  This includes “non-profit organisations established for community service purposes”. However, this status is not automatic and individual organisations need to apply for to the Australian Taxation Office for this status. Responses to applications received by child care services has not been encouraging and appear inconsistent.

The purpose of community based child care centres

The general purpose of child care centres is to offer high quality care for children that is positive for their developmental needs and that enables parents to participate in the workforce or study. Not for profit centres also encourage parent participation in the operations of the service through representation on the Management Committee or Parent Committee. Community based centres are also committed to provide services to disadvantaged children and because of their origins in community development continue to have a role in community advancement and development.

The benefits of “charitable” status for child care centres

The advantages of charitable status for child care centres is predominantly in being exempt from income tax. Those that have PBI status are able to offer staff salary packaging and are therefore able to offer attractive terms at a time when there are acute shortages in the industry. They can also attract donations from private donors and Foundations and Trusts.

“For-profit” activities of the “not for profit” child care sector

The not for profit sector remains predominantly not for profit in its core function of child care. Some however, have additional activities, which are carried out for profit such as training and development, publications etc. This may not be relevant to most centres, which are focussed on childcaring activities of one sort or another. 

Government funding mechanisms, which have changed from being grant in aid based to contractual and tender based, have compelled not-for-profits to set up separate entities to shore up the financial viability of organisations in difficult times.

The experience of community based child care centres as far as their “charitable” status is concerned is confused. While child care fees are exempt from GST, services have to apply for the Income tax exempt status from the Australian Taxation Office. To date rulings on individual services have been inconsistent. 

There is strong belief amongst not-for-profit child care services, that those who are not-for-profit and provide services for community benefit deserve additional support through tax concessions comparable to organisations with PBI status.

Discussion about framework and key criteria that could form the basis for the classification of charitable, religious and community service not-for-profit organisations.

Government policy is by far the most significant factor in influencing the viability of child care services. It does this primarily by how it decides to fund the use of child care, which currently is a mix of tax benefits and subsidies paid to parents for child care use. Government also contributes through taxation expenditure by exemptions for not for profit services. 

Cost pressures tied up with day-to-day provision of care such as insurance, staff wages and materials all contribute to upward cost pressures, which have a bearing on the viability of services. Current research has shown that the level of usage is sensitive to the affordability of care underlined by the findings of a Queensland study, which showed that:

“7, 393 children were reported as being removed from care with a further 3, 317 families reducing the hours of care utilised during the period from 1 July 1998 to 31 March 1999”.
 

In this context, the charitable or not-for-profit status of child care centres, enables a small though very significant contribution towards the viability of services and the affordability of services for parents. It also facilitates a “mixed economy” of child care services available to consumers that a recent Senate Report on child care said was desirable
.

There are many services in the child care sector, that are “for-profit”, which hypothetically provide exactly the same services accredited by the same authority and subject to the same regulation. Clearly, the purpose of “charitable” status is meant to be a contribution from the taxpayer to the operating costs of services, which are seen to be doing “good”. In a social and economic environment in which for-profits and not-for-profits offer similar services the intent of “charitable” status in order to be preserved needs to be made clearer and simpler.  The assessment of “charitable status” should therefore be determined by whether or not operating surplus or profits from revenue obtained through the core functions and ancillary operations are paid to any individuals.

Furthermore community based not-for-profit services should be afforded the same relief from taxation that other “charitable” organisations are because of their continuing contribution to community advancement. In recent times, when governments have shifted their focus away from direct funding of community run services, the not for profit child care sector has strongly argued for a maintenance of responsiveness to community needs and community run services
. 

Community-based child care management committees enable parent participation and redistribute operating surpluses if any, into the improvement of the centre and its services.

Community based not for profit services also function collectively to pursue higher standards of care across the sector for broader community benefit. It has been observed that private for profits by contrast try to drive standards down. “From a business point of view, regulations governing staff qualifications, group sizes, adult/child ratios and basic health, nutrition and safety requirements are barriers to profit. In an industry with tight profit margins, it is rational try to reduce such costs”
 

Community Child Care Association of Victoria argues that the charitable status or “not for profit” status and benefits thereof should be maintained through an approach that distinguishes services that are essentially set up for community benefit as opposed to the bottom line of operating profits for private interest.

The process of applying for this status should be clear and simple. 

This is a position that was recommended by the Industry Commission in it’s report into “Charitable Organisations in Australia”. It called for the retention of the income tax free status of Community Social Welfare Organisations (CSWO) (Recommendation 12.1), indeed recommended that the tax deductibility of donations be extended to all CSWOs (Recommendation 12.2).
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