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Executive Summary

The Church and Charitable Private Hospitals Association (CCPHA) has represented its members for many years in their provision of high quality health care in accordance with their religious and social principles.  Church and charitable hospitals represent a sizeable (approx 15%) of all Australian hospital admissions.

The CCPHA believes that its members are adequately classified under the current definition of charities.  The definition has allowed member hospitals to evolve over a prolonged period of time without unnecessary impediment to development.

The principle effect of the current definitions are to allow governments, state and federal, to provide some taxation relief, broadly consistent with that a public hospital may enjoy e.g pay-roll, income and limited fringe benefit tax exemptions.  We believe this is an appropriate arrangement reflecting the not for profit nature of our members and the substantial contribution they make to the good of the community by providing quality health care.  Our member hospitals either re-invest any surpluses or direct these to subsidising charitable activities.  We are not driven by the need to generate profit for the benefit of private individuals.     

Crucial to our members is the retention, if not of the precise definition then at the least in the material effect, of the current definition of a Public Benevolent Institution (PBI). We support the removal of the “direct relief “provision within the definition of a PBI as it precludes medical research and prevention.

Our members are apprehensive of definitional changes, given the recent Federal Government decision regarding fringe benefit taxes, that the motivating principle behind any redefinition may be to restrict taxation exemptions.  We believe such a change would have two effects that are contrary to the government broader intentions.  Firstly if changes were to weaken church and charitable hospitals viability this will inevitably contribute to the increasing commercialisation and concentration of ownership of hospital care.  Secondly any removal of tax exemptions would seem to run counter to the incentives that Federal Government is providing to encourage higher rates of health insurance by limiting choice in treatment environments. Thirdly by undercutting the federal governments drive to encourage greater reliance on self help and mutual obligation. 

Preamble

The Church and Charitable Private Hospitals Association was formed in 1938. 

The primary aims of our association are:

· To promote the public witness of charitable and religious sponsorship of health care facilities in the interest of better care to the whole person, and to the promotion of family centred health care.

· To work to secure and hold the right of religious and charitable bodies to own and operate Hospitals in a situation of freedom and autonomy of management, particularly in matters of principle and morality.

· To encourage and support Members in their efforts to provide excellence in care to patients, having regard to the not-for-profit nature of the Member Hospital, and recognition by Members of the need for charitable assistance to patients of modest means.

· To represent the special interest of Members in liaison and negotiations with governments and other health care associations.

As chairman of the CCPHA I represent nationally the not-for-profit private hospitals owned and operated by religious and community organisations, many have provided health care to Australians for well in excess of 100 years.  There are approx. 80 church and charitable hospitals across Australia and they provide for approx. half of all private hospital admissions and fifteen percent of total hospital admissions nationally.  

Our member hospitals include many of the largest and most technically advanced hospitals in the country.  Our member hospitals provide a full range of acute medical and surgical rehabilitation, psychiatric, day surgery and many other health services.  Many of our members in recent years, in response to patient need, opened subsidised emergency departments, available to all members of the public.  Many of our members work in tandem with the tertiary education sector and public hospitals to provide professional education and training. 

We believe it is the right of Australians to receive health care of their own choosing in an environment that is suitable to them, and for that care to be provided by independent hospitals that do not seek profit when providing the most essential of services. 

Church and charitable hospitals are distinguished from other types of hospital operators by their provision of many additional, often unrecognised, charitable services provided as part of their commitment to community benefit. These including:

· Subsidising patient fees and high cost drugs 

· Return of revenue to parent bodies for charitable purposes

· Grants for medical research

· Participation in public professional education programs

· Grants for community activities and samaritian funds

· Operation of aged care facilities

· Assistance with overseas medical aid projects 

Our member hospitals when they can generate surpluses either re-invest these in new capital items or distribute surpluses to charitable activities. Our activities are not determined by the need to generate dividends to private individuals.

Charitable activity and health care has traditionally been tax exempt in Australia and other countries.  This is because they are public services. This position was reaffirmed by the 1994 Industry Commission’s Inquiry into Charitable Organisations in Australia. 

It is widely shared community belief that health care should not be classified as primarily a commercial economic activity.  As such, the use of taxation and other government policy to support not for profit hospitals is well established and widely observed internationally.

The position of not-for-profit hospitals in recent years has become increasingly difficult.   Significant competition from for-profit health care corporations, falls in health insurance cover, lack of access to capital, increasing costs of medical technology and medical workforce and lower (in real terms) reimbursement levels from health funds have seen many charitable hospitals sold, amalgamated or closed.  

Church and charitable hospitals have a longer history than either public or for profit hospitals and continue to provide a very valuable alternative of health care provision to the community.  However in order to continue to provide these services charitable hospitals will rely on governments to recognise their special contributions to the community.   

The following are some comments in response to some of the specific issues raised by the Issues Paper.  We have not attempted to comment on all issues raised. 

Characteristics of the sector and changes in these characteristics over the recent years.

Church and charitable hospitals have a very long history of providing acute health services to the community.  

Despite this long history that has seen enormous changes in the way in which health care is provided, the core “attributes, purpose and behaviour” of charitable hospitals has remained consent.  Charitable hospitals have continued to provide health care to the community within an environment of their own choosing.   Charitable hospitals have not diversified to any great extent into other activities, with perhaps the exception being aged care.  

They remain model examples whereby (to quote the Issues Paper) “communities … take … responsibility for developing their own solutions”.  

The major changes that has occurred over time has been changes in level of health insurance cover which is a factor beyond the control of charitable hospitals themselves. 

In the 1970’s, following the introduction of Medicare, the rates of persons with private health insurance declined, resulting in a growth in the demand for public hospital services. 

In essence those who had a reasonable expectation that they would require hospital treatment (the aged and the chronically ill) maintained their health insurance.  This lead to a spiral in health insurance costs as the percentage of “bad risks” increased as a proportion of the total insured. This in turn placed severe financial pressure on church and charitable private hospitals. 

Concurrent with these developments was the entry of for-profit corporations into the hospital sector.  Via rationalisation and the ability to raise capital the for-profit sector has steadily moved to a position where they control approximately half of all private hospital beds. 

In 1999 a review of health services in Victoria clearly identified the rapidly increasing market share of the for-profit sector in the provision of private hospital services:  

“In 1991, six (for profit hospital) chains owned . . . 28% of the total hospital beds . . . By 1998 the total number of private hospitals had declined from 115 to 89 with the six largest for-profit chains owning 34 hospitals and 43% of the total number of bed licences.”  (Health Services Review Discussion Paper: Victorian Government Department of Human Services p.53)
Over this period the church and charitable sector has also undergone considerable rationalisation with many hospitals closing or merging.  

In the past few years, due to deliberate Federal Government policy, the decline in health insurance has been halted and in the past year has grown strongly to where approximately 40% of the population now have health insurance. 

Likely future developments

Despite the growth in health insurance the future of church and charitable private hospitals continues to be threatened by a number of factors.

· Continued decline in viability caused by the imbalance in negotiating power of the health funds compared to independent hospitals;

· The need for continued major capital expenditure required to keep pace with technological and other developments in the health sector;

· The increased competition from for profit operators that has recently intensified as the for-profit operators look to take advantage of the increase in health insurance numbers.

· The escalation in staffing costs due to the capping of fringe benefit taxes exemptions. 

Any further reductions in taxation exempt status will decrease the financial viability of charitable hospitals.  We hesitate to place an exact figure on these potential costs due to the number of taxes and governments involved however pay- roll tax exemptions alone could constitute approx. 4% of operating costs.  Such additional costs would almost certainly remove any capacity to provide free or subsidised services and lead to an increase in costs to patients. 

This will occur at time when the Federal Government policy is to; 

· increase in health insurance rates amongst the population;

· ensure the private health sector is sufficiently competitive and;

· encourage self reliance and mutual obligation within the community. 

Analysis by some members indicates that should the taxation position of charitable hospitals be further eroded, the only alternative would be to become a fully commercial body, free of any charitable obligations and able to benefit from the financial arrangements available to for profit hospitals. 

Are there factors that  impact differently on for-profit organisations delivering similar services to not-for-profit organisations?

The continued support by government, via the taxation system, of church and charitable hospitals has been criticised by for profit-health care operators as unfair in that it leads to an unlevel playing field.  We believe this to be a distortion of the reality of the sector over the past two decades.  

Commercial health care corporations have been highly successful in expanding their operations in recent years.   Most importantly they have the ability to raise capital for new initiatives and takeovers.  In recent months we have seen the largest private hospital operator attempting to take over the second largest group.  The result, if this occurs maybe a corporation with the economic clout to dominate markets and may well lead to a distortion in the supply of health care.

For profit organisations also enjoy some financial arrangements not available to not-for-profit hospitals.  These include employee share schemes, indexed superannuation and company tax minimisation arrangements.

Charitable hospitals have neither ready access to capital nor are they primarily established to seek out the most commercially lucrative opportunities (“cherry picking”).  They are owned and operated by not for profit religious and community organisations that are primarily interested in the benefits to patients.  Without continued government support the pace of rationalisation and consolidation of health care into the hands of the few will accelerate.      

Definitions to be based on purpose of activities or nature of activities?

We do not support a distinction between the purpose of the activities from the nature of the activities undertaken by charitable organisations would be of social benefit.  It is difficult to see how such a distinction might work in practice.

The distinction of the purpose of activities from the nature of activities makes little sense in the health sector.  The purpose of our hospitals is to treat the sick and the nature of our activities is the treatment of the sick.

We believe that the purpose of the activities is of paramount importance in terms of defining charitable activities and that in relation to our own members the nature of activities is obviously related to the purpose.  

Should account be taken of multiple purposes of an organisation and should the resultant activities be defined (treated) differentially

Many if not all our members have some diversification of activity often-interrelated areas such as aged care.  Many also run minor ancillary services on a commercial basis such as visitor car parking and provision of medical suites to attract medical specialists.  In essence these ancillary services are required for the proper management of the hospital and often provide sufficient revenue for cost recovery only.  They are not run primarily as money raising activities and their contribution to the overall costs of operation are minimal.

We would strongly oppose any separation of these activities for the purpose of classification for taxation or any other form of administrative treatment.  

Is there an expectation that charities and related organisations will undertake commercial activities in order to perform their core purpose effectively?  How should these activities be defined and should they have a role in determining the definition of the organisation? 

Church and charitable private hospitals provide, due to financial necessity, the majority of their services to those who hold health insurance. They also perform a number of other activities that are subsidised by fee-paying services or by fund raising efforts.  

The concept of health insurance is not to promote commercial activities, but rather it is to share the cost of medical care between the well and the sick, the young and the old.  The entry of commercial organisations into this field does not of itself redefine that activity as commercial.  Our members do not engage in commercial activities (see above) except where this is required to support the core activity of providing quality medical and hospital care in an environment of the patient own choosing. 

We question the implied inference of the Issues Paper that commercial activities are those where for profit organisations have entered the sector.  By way of analogy the recent advent of private prison operators into the field of prisons management does not make prisons a commercial activity.  Prisons remain a public service where government chooses to contract with external organisation to provide a service.  

Our members status 

All our members have applied for and been granted status as public benevolent institutions.

They have achieved this status by meeting the well developed and tested criteria required by the definition of PBI acceptable to the Australian Tax Office.   

As such they receive similar treatment in relation to taxation exemptions from both federal and state governments.

The current definition of PBI and its effect 

Our members do not generally suffer from any restrictions in regard to their ability to offer health care services.  Under current arrangements the “umbrella” PBI status covers any ancillary services. 

Do the four “purposes” of charity in the common law continue to have relevance?

We have little difficulty with the common law definition of charities.   We support the principles that a charity must be a non-profit body, providing a public benefit and whose sole or dominant purpose is one of the purposes as reported in the Issues Paper. 

Is the concept of Public Benevolent Institution of continuing relevance?

As the Issues Paper articulates the primary purpose of the concept of a PBI is for defining eligibility for taxation purposes.  It may be argued that the title of PBI could be “modernised” but the relevance of retaining a category of organisations that meets the current definition for the purpose of continuing to provide support via the taxation system is strongly supported by our members.     

Furthermore we believe that the application of definitions such as public benevolent institution and charity clearly indicate to the public that roles and responsibilities of such organisations and allow much greater certainty in relation to fund raising and donations.
Is there a place for ‘direct’ assistance to be distinguished from other forms of assistance?

We would support changes to the qualification within the definition of PBI’s regarding “direct” provision of services to relieve sickness, etc.  This would seem to exclude important services such as medical research that is an activity our members support as being intregal to a modern health care service.  

The CCPHA itself has recently been denied PBI status.  This would seem to contradict the recent draft taxation ruling on public benevolent institutions whereby (paragraph 17) “an organisation that provides services and coordination for PBI’s is itself a PBI…”.   Our application for PBI status in 1998 was rejected by the ATO on the grounds we were not providing direct relief, even though the relevance of the Australian Council of Overseas Aid case was acknowledged. 

Our support for current definitions

While we acknowledge that some minor changes may improve the definition of PBIs we do not support wholesale change that may materially effect the current status of PBIs.  The material benefit of the current status relates to taxation exemptions available to members; the most important being various state government exemptions from pay-roll taxes, exemption from federal income tax, limited exemption from fringe benefit tax and deductibility of donations to members.

Definitions – courts or legislation

Given the complexity of the matters involved in defining the charitable status of many organisations it is likely that the courts will continue to play a key role with or without specific legislation. 

The value of enacting specific legislation to define charities, PBI’s, etc is difficult to judge as the Issues Paper avoids any comments on what the legislation may be trying to achieve or what effects it might have.

Conclusion

The CCPHA is grateful for an opportunity to participate in commenting on issues associated with the review of the definition of charities.   We are pleased to provide any further information or appear in person before the Inquiry should that opportunity arise.

Stephen Roberts

Chairperson
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