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19 January 2001

The Chairman

Inquiry into the Definition of Charities

   and Related Organisations

C/- The Treasury

Parkes Place

Parkes  ACT  2600

Dear Chairman

Attached is a submission to the Inquiry into the Definition of Charities and Related Organisations.

Clubs Australia & New Zealand (CANZ) is the Club Movement’s federal umbrella organisation comprising the representative club bodies in each Australian jurisdiction and New Zealand.

Clubs are not-for-profit organizations that play an important community role.  They provide vital social capital for Australians and are closely linked to other organizations in the charitable, religious and community not-for-profit sector.

The development of options to enhance the clarity and consistency of definitions for the not-for-profit sector would be welcome.  However, it is important that changes to existing definitions, as they apply to clubs, not adversely affect the Movement’s capacity to support communities.  

If you would like to discuss matters relating to our submission, please contact Anthony Ball, CANZ National Policy Officer (telephone 02 9268 3008). 

Yours sincerely

Mark Fitzgibbon

Executive Director

SUBMISSION TO THE INQUIRY INTO THE

DEFINITION OF CHARITIES AND RELATED ORGANISATIONS

Introduction

This submission has been prepared in response to the Issues Paper released in November 2000 by the Inquiry into the Definition of Charities and Related Organisations.  

The submission posits that clubs are by nature not-for-profit, community based organizations.  Further, it argues that in an environment of declining social capital, the Club Movement stands as one of the few institutional arrangements that encourages, facilitates and nurtures community connectedness.

An Overview of the Club Movement

Clubs by law are not-for-profit community based organisations, formed by people with common interests, to pursue those interests that play an important part in Australian life. 

Clubs provide a range of entertainment and family services which many groups in society, especially the elderly, would normally not be able to afford or enjoy with the same frequency. Clubs provide these groups with the opportunity to consume recreation and entertainment at an affordable price in a safe environment.  

A 1999 study of NSW clubs found that around 54% of NSW adults are members of a club, representing 2.5 million members across the State, with 80% of the population having visited a club within the last 12 months (ACNielsen, 1999).  The same study showed that people attend clubs to socialise, access sport and fitness facilities, and consume food and beverages at reasonable prices.

There are approximately 3,900 licensed club premises in Australia.  Clubs are important vehicles for economic activity within their locations, particularly with regard to employment. For some localities the club is critical to the economic health of the district. 

Employment and Volunteerism

An indication of the importance of clubs to the nation’s economic health is that clubs employ 67,272 people in Australia (Australian Bureau of Statistics, 1999).  However, in addition to paid employment, clubs mobilize vast numbers of volunteers to the benefit of the community. Volunteerism is recognized as one of the most important contributors to community connectedness. As an example it is estimated that in the ACT there are 600 club directors providing some 30,000 hours in annual voluntary service (ACIL, 1999). The value of this community service has been independently

estimated to have an equivalent value approaching $4 million annually.  In NSW a recent study estimated the level of volunteerism in clubs to be around 60,000 people contributing 2.8 million hours valued at about $67.9 million (Allens Consulting Group, 2000).  It could be reasonably estimated that nationally, the Club Movement mobilizes 200,000 people who contribute nearly 8 million hours of their time to community causes. 

Clubs and the Creation of Social Capital

Global social and economic trends have increased the importance of the Club Movement in sustaining communities. As identified in the Inquiry’s Issues Paper, communities are being encouraged to take greater responsibility for developing their own solutions to their problems and needs through an emphasis on community capacity building and development of social capital.  In this environment, the Club Movement stands out as one of the few institutional arrangements that encourages, facilitates and nurtures community connectedness.

Led by researchers such as American Robert Putnam, social planners and commentators are increasingly pointing to signs of eroding social capital.  Simply defined, social capital represents the institutional and non-institutional arrangements and relationships that connect people as communities.  The core idea of social capital theory is that social networks have value. (Putnam, 1995)

Putnam’s work is supported by Australian researchers like Mark Lyons.  Commenting on the productive role of people’s engagement in organisations such as choral societies and bowling clubs, Lyons writes:

“They help to reproduce the norms of trust and reciprocity on which an effective market economy, and a well functioning democracy, relies.” (Winter [ed], 1997)

Putnam’s central thesis is that during the past few decades society has seen a dramatic and disconcerting collapse in social capital as evidenced by reduced levels of participation in church attendance, volunteering and other forms of charitable/ community participation (e.g., Rotary, Lions and Meals on Wheels).  Similarly and consistent with such trends, the Australian Bureau of Statistics’ Time Use Survey found that from 1992 to 1997, there was a marked decline in Australians’ involvement in formal and informal sport.  The participation rate of men fell from 12% to 9% and for women from 5% to 4%, while participation rates for those aged 15-24 dropped by over a quarter from 18% to 13%.

While research into social capital is still in a relatively early phase, the findings so far have consistently identified club membership and volunteerism as one of the most important contributors to community connectedness and social capital.

The Adelaide Health Development and Social Capital Project found that:

“social participation has a strong link with health and that becoming involved in the social life of the local community, therefore, does improve health and it appears to act as a buffer to poorer health as age increases and socio-economic status declines” (Winter [ed]).

Their analysis also demonstrates that social participation declines with age or economic means, further emphasising the crucial role of clubs where membership is biased towards older people and lower income workers.  This has important implications for public policy-makers, particularly in relation to disadvantaged areas where levels of social capital may be low.  The Adelaide researchers conclude:

“the challenge is to build the social capital of communities in a way that encourages the social participation of men and women as they get older, and of people in lower socio-economic groups.”

The role of clubs as a vehicle for social connectedness is evinced by the following examples:

· The Hakoah club, serving those of Jewish faith in Sydney’s eastern suburbs, is an invaluable social and entertainment resource for its particular community.  The club has a kosher restaurant, one of only two in Sydney, houses a synagogue on Fridays and Saturdays as well as providing entertainment.  Its large membership of 11,000 people, representing 70% of those in the eastern suburbs of Jewish faith, indicates the essential role that this club plays in building social capital within this particular community.

· Lightning Ridge District Bowling Club is an example of a club that supports most of the voluntary and community organisations in its local area in some form or another.  Over 70 groups use the meeting facilities and premises of the club, from State Government departments to the local lady conducting piano lessons.  In the words of the Mayor of Walgett Shire, “the town simply depends on the club”. 

Community Development and Support Expenditures

A significant component of club community service activities is the provision of financial assistance to charities and other community service not-for-profit organizations.

For example, in NSW, a dimension of the role of clubs in building social capital is the Community Development and Support Expenditure (CDSE) Scheme.  The registered clubs and the NSW Government, in consultation with the Council of Social Services of NSW (NCOSS), established a system of Community Development and Support Expenditure (CDSE) in 1998. The CDSE has defined two categories of qualifying community expenditure. Category 1 is specific community welfare, development, social services and employment assistance activities. Category 2 is other community development and support and includes amateur sport, education, local government support and voluntary organisations. The CDSE sets a rate of expenditure of 1.5 percent of gaming machine revenue on approved projects for clubs with surpluses in excess of $1 million per annum. In 1997/98 there were 440 clubs in this category. In 1999 clubs provided $40 million to qualifying organizations under the scheme.

In Queensland, three specific levies are raised as a contribution by clubs to the social development of that state. The Gaming Machine Community Benefit Fund receives 8.5 percent of total gaming taxes. The Sports and Recreation Benefit Fund receives 23 percent and the Charities and Rehabilitation Benefit fund receives 13 percent.

These schemes are clear examples of the Club Movement and the community sector working in partnership with government in delivering social outcomes for communities and individuals.

The Definition of Clubs as Not-for-profit (Community Based) Organisations

In terms of existing legislation and common law precedent clubs are considered not-for-profit organizations.  

Central to this status is the principle of mutuality.  The principle of mutuality is not specifically contemplated under the Income Tax Assessment Act, but rather has arisen out of the common law. Basically the principle holds that an individual is not the source of their own income. That is, a payment by a person to him or herself which will be used for the benefit of that person in accordance with that person’s wishes, is not income of that person.  The principle applies not just to clubs, but also to associations and other mutual operations.

Revenue derived through the operation of clubs is applied to the benefit of club members and to that part of the community extending beyond the club membership, in accordance with the particular club’s objectives.  In practice, club operations generate either surpluses or deficits, however the articles of associations by which clubs are established prevent the distribution of surpluses to individuals. 

The not-for-profit nature of clubs is reflected in Commonwealth legislation such as the Income Tax Assessment Act 1997 (ITAA), which exempts certain clubs from paying income tax due to their not-for-profit status.  Section 50-45 of the ITAA exempts from income tax clubs established for the encouragement of activities including sport, music and literature.  The A New Tax System (Goods and Services Tax) Act 1999 (GSTA) draws upon these existing classifications of not-for-profit organizations in extending to clubs (and others) flexibility in GST dealings.  An example is Division 63 of the GSTA that allows income tax exempt clubs to choose to separate their sub-clubs from the registered club for GST purposes.

State legislation also defines clubs as not-for-profit organizations.  For example, section 49 of the South Australian Liquor Act 1997 states that “a club licence may only be held by a club that is a non-profit association incorporated under the Associations Incorporation Act 1985.”

Legislative provisions such as these recognize the social value of clubs, and other organizations in the not-for-profit sector, and are critical to the continued viability of the Club Movement.  Changes to the definition of not-for-profit organisations, and the resulting changes to Australian legislative and administrative frameworks, should not compromise clubs’ existing status and role as not-for-profit organizations.

In relation to paragraph 14 of the Inquiry’s Issues Paper, CANZ would be concerned by an attempt to develop definitions that separate whole from partial not-for-profit organizations – thereby shifting the emphasis from the organization as a whole to its activities.  While clubs are not-for-profit entities that have a community service purpose, they engage in commercial activities to generate the revenue necessary to fulfill their charter.  Typically, clubs generate revenue via sales of food and beverages, gaming, and membership subscriptions.  These revenues are applied to wider organizational purposes such as the provision of community transport, social support for the elderly or facilities such as golf courses, playing fields, tennis courts which are not only used by members but wider groups such as schools.

It is the overall organizational purpose, or the activities to which surpluses are applied, that is relevant to the definition of not-for-profit organizations.  The assessment of individual activities is an inappropriate means of determining not-for-profit status.

The Issues Paper at paragraph 31 states that “sporting clubs, clubs which promote public speaking or debating, clubs which provide a social forum for retired or semi-retired business people and clubs which provide a social forum for expatriates of a particular country are not community service not-for-profit organizations.”

CANZ does not support this statement.  As argued throughout this submission, given their role in Australian society clubs are fundamentally community service not-for-profit organisations.  

Conclusion

In providing options for enhancing the clarity and consistency of existing definitions in Commonwealth law and administrative practice, the Inquiry should carefully consider the role played by the Club Movement in creating social capital and supporting communities.  

The classification of clubs as not-for-profit organizations in terms of legislation, common law and popular understanding is vital to their capacity to provide benefits both to members and their wider communities.
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