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Submission by Diabetes Australia to the Inquiry into the Definition of Charities and Related Organisations
EXECUTIVE SUMMARY

0

Diabetes Australia (DA) comprises:

0
eight State and Territory registered charities PBIs which enjoy exemption


from income tax, deductible gift recipient status and PBIIFBT concessions;

0
two research trusts which enjoy similar tax concessions; and

0
two organisations of health professionals which enjoy exemption from income


tax (but not the other concessions);

0
A national entity (Diabetes Australia Limited) established by the State and Territory


organisations enjoys the same tax status as those organizations and enables national


coordination of the work of DA;

0
DA's mission revolves around the relief of sickness which it sees as one of the core


purposes which should define a PBI DA meets all current requirements of a PBI

and expects to do so under any revised definition;

0
Whilst DA has a member base it does not discriminate against access to services,


products, education, information and support on the basis of membership. A


nominal fee, which in all cases is significantly less than the actual cost of providing

the service, is waived in situations of social & financial disadvantage;

0
DA has a strong partnership with Government and is a co‑provider of subsidies for


the National Diabetes Services Scheme (ADSS). Subsidies include the Provision of


needles and syringes, reagent strips, and the associated patient education;

0
In a pluralistic society, tax deductible donations are an appropriate way for citizens


to express a view on spending priorities and to share, with the Government, some of


the financial burden of sickness;


A very complex framework for defining and assessing PBI status is unwise and


would impose an inequitable burden on Australia's health and welfare sector,


PBI status should be assessed based on the attributes and aims of organisations, not


necessarily on their activities;


It is not appropriate to distinguish between commercial and non‑commercial


activities, and PBI status should not impede a PBI from undertaking commercial


activities which are intrinsic to its aims,

0
Groups of related entities with a strong commonality of purpose should be able to


have their PBI status assessed collectively.

1) A SNAPSHOT OF DIABETES AUSTRALIA

Diabetes Australia (DA) is a federation of twelve organisations:
•
Eight State and Territory membership‑based entities which are registered charities;

•
Two research foundations: The Kellion Diabetes Foundation (KDF) for many years


the only private source of funding for diabetes research in Australia; and the Diabetes


Research Foundation ‑ Western Australia (DRFWA); and

•
Two organisations of health professionals: the Australian Diabetes Society (ADS)


which is devoted to the medical and scientific advancement of diabetes care and


research, with a membership of medical practitioners; and the Australian Diabetes


Educators Association (ADEA) which is dedicated to the pursuit of excellence in


diabetes care and education, with a membership of health professionals including


nurses, dietitians, podiatrists, pharmacists and psychologists.

All twelve entities are represented on the national council which is also the board of the national entity, Diabetes Australia Ltd (a company limited by guarantee, established by the State and Territory Organizations in 1976). These entities are supported by a National Office (DA‑NO) which provides a range of secretariat and other functions and services.

In addition to KDF and DRFWA, there is a third research entity, the Diabetes Australia Research Trust (DART). Originally established by DA NSW, DART is now under the aegis of Diabetes Australia Limited and is therefore within the federation although not formally a "member" in its own right. The three research foundations have the common aim of funding research for the cure of diabetes and for superior management techniques and products until a cure is found.

The current public benevolent institution (P131) status of the entities that make up DA is illustrated in the following table:


Endorsed as
Endorsed as income
Eligible for FBT


deductible gift
tax exempt
concessions (as

Organisation(s)
recipient (ITAA S.30-45)

PBls) (FBTAA S.57A)

Eight State and
V/
V/
V/

Territory DAs




DA National Office

V/


Two research bodies

V/


Two health

2


professional




organisations




I Income tax exempt as registered charities (ITAA S.50‑13). 2 Income tax exempt as professional (medical/scientific) bodies.

1.1

What is Diabetes?

Diabetes is a condition in which the amount of glucose (sugar) in the blood is too high because the body is unable to use it properly. This is because the body's method of converting glucose into energy is not working as it should. There are two main types of diabetes:

0
Type 1 (previously known as insulin dependent), which is neither a contagious nor


lifestyle disease, cannot be prevented, and is often diagnosed during childhood or


young adulthood; and

0
Type 2 (previously known as non‑insulin dependent) which is known to be genetically


predisposed and promoted by lifestyle factors such as dietary intake and lack of


exercise.

A third type of diabetes called gestational diabetes occurs during pregnancy and usually disappears after childbirth. However, it is a known risk for future diabetes in the mother and may have long term consequences for the baby in adulthood such as cardio‑vascular disease and Type 2 diabetes. Alarmingly there is also the emergence of what diabetologists are referring to as Type 2 Diabetes in adolescence. This is associated with known high risk ethnic groups and increasing obesity in the very young in our society.

Diabetes is the world's fastest growing disease. It is the fifth or sixth major cause of death due to disease in Australia. If poorly treated or managed the health complications from diabetes are both life threatening, and very expensive. Complications encompass damage to eyes leading to loss of vision, artery damage that increases the risk of heart attack/stroke kidney damage, nerve damage in toes and feet, increasing the risk of amputation, impotence in men and pregnancy complications. Diabetes is unusual among diseases in that the lifestyle choices and the quality of self‑management by patients can have a very large impact on the onset and severity of the medical complications, hence on the suffering and the personal and community costs incurred.

The Commonwealth Government includes diabetes as one of its national Italth priorities, with a cost to the nation exceeding $1 billion per year. It is estimated that approximately 800,000 Australians have diabetes (half of who are undiagnosed (type 2 diabetes) and that one in 700 children has diabetes (type I diabetes). As this growth rate continues its steady climb, it is anticipated that more than 1. 15 million Australians will have diabetes by the year 2010.3

1.2

The Mission of DA

The DA associations share a common goal of helping people with diabetes. This encompasses seeking to:

help people with diabetes live full and meaningful lives; provide education, products and support through various programs; help families learn how to incorporate diabetes into their lifestyle;

alert the community to the seriousness of diabetes, its risk factors and potential for prevention of type 2 (non‑insulin dependent) diabetes;

3 The Rise and Rise of Diabetes: Zimmett, Paul, 1996

•
liaise with health professionals with the common goal of improving diabetes care;

•
support diabetes research with funding; and


fight discrimination and lobby decision‑makers about diabetes related issues.

1.3 
The National Diabetic Services Scheme (NDSS)
For the past twelve years, DA has received grants from the Federal Government to enable it to operate the NDSS. This began as a scheme to relieve the financial burden faced by people with diabetes in the daily, life‑long condition via subsided access to "sharps and strips" (the hypodermic syringes required for the injection of insulin and the various blood and urine testing strips used in conjunction with blood glucose meters to test blood glucose levels). The scheme is now being reshaped as a services scheme with more clearly defined health outcome targets.

The cost to government of the NDSS is comprised of the purchase by government of the sharps and strips (the major part of the cost of the scheme), and the payment of grants to DA to cover the cost of distribution less the patient copayments which DA collects and retains in lieu of grant.

NDSS registrants pay a modest copayment when obtaining their supplies (with special concessional access for pensioners), and the level of those copayments is, quite appropriately, a matter for Commonwealth government policy. These arrangements are broadly similar to those pertaining under the Pharmaceutical Benefits Scheme (PBS). Three State and Territory governments (NSW, Queensland and the ACT) have recently entered into arrangements with DA to provide subsidies so that syringes are supplied free to patients.

The NDSS is important not just for equity and access reasons. It is a key strategy to reduce the suffering by patients (and to reduce the cost of treatment of complications) through more effective management and prevention.

The NDSS is an activity that fits very neatly within DA's mission. The role that DA carries out in regard to diabetes has been significantly expanded by its assuming of the task of running the NDSS in partnership with the Commonwealth Government. DA had its origins as a member‑centric organisation. The NDSS is run, however, without discrimination in the membership status of registrants. The embracing of the NDSS changed DA from an organisation seeking to serve just its members to one that seeks to assist all people with diabetes. The organisation is more capable as a result of its expanded role, albeit less independent of government.

1.4 Health Education and Promotion

The effectiveness of the NDSS depends critically on the quality of health education provided to patients. The prime responsibility for that health education rests with health professionals‑doctors, nurses, dietitians, etc‑who work in hospitals, diabetes outpatient clinics and community settings. DA seeks to be an effective partner in that process, through, inter alia, the production of high quality educational materials, telephone and face‑to‑face counselling, camps for children and their families and activities designed to increase the knowledge of DA in the community with the aim of early detection and treatment. DA considers these health education and promotion activities as essential complements to the distribution of the subsidised sharps and strips.

1.5

Other DA Activities

In addition to the NDSS, DA has merchandising operations with the aim of supplying the other (non‑subsidised) needs of people with diabetes at very competitive prices. These operations include equipment (such as blood glucose meters) and special foods. These operations are generally not profitable nor intended to be profitable.

DA seeks to raise funds for research into the cure and more effective treatment of diabetes.

State and Territory organizations have infrastructures that provide a range of services to members. Importantly, these organisations do not discriminate on the basis of membership. For example, approximately 83% of calls received by the Diabetes Australia‑Victoria Call Centre are from the general community and people with diabetes who are not members of the organisation.4 Access to high quality health education is available to all people with diabetes. If one is not a member, then there is a nominal fee that is waived for the financially disadvantaged. Other member services include informative magazines and discount on products used in the day‑to‑day management of diabetes. Some organizations have local jurisdictional branch structures, which provide an avenue for distribution of information and mutual support groups for people with diabetes. These structures also offer DA organizations an opportunity for working with health professionals in community settings in the establishment of support and information groups. This is particularly helpful in rural and isolated areas.

Finally, DA seeks to act as an advocate for people with diabetes in liasing with governments. State and Territory Organizations, together with the National Office, provide a vehicle for people with diabetes to raise issues of discrimination in the workplace, issues in regards to legislation (eg Drivers Licence) and to address other specific needs (eg mealslon aircraft).

1.6

The Health Care Environment

The health care environment is changing as government seeks to alter the framework within which health care providers operate. Governments have tended to put a new emphasis on treating health care as a commodity and to use both market and non‑market incentives to change the patterns of behaviour by providers, in particular to facilitate the aim of reducing the call on Budgets. In some areas, governments have established internal service agreements with the aim of providing services within the public sector while at the same time seeking to achieve the efficiencies available in an open market environment. In other areas, they have preferred to embrace the option of outsourcing the provision of care.

4
Report to Department of Human Services (Vic) on DIAL (Diabetes Information and Advice Line), Diabetes Australia‑Victoria, 2000.

2) BUDGETARY IMPLICATIONS OF PBI STATUS

The terms of reference encapsulate the central aim of the inquiry as leading to legislative and administrative frameworks at the Commonwealth level that are appropriate for, and adapted to, the social and economic environment of Australia. The granting of P13I status to organisations has a benefit to the Federal budget as well as a cost. The budget is not necessarily the sole framework to evaluate the benefits of the PBI status, and it would be foolish to dismiss as irrelevant, the willingness and capacity of the community of taxpayers to meet levels of spending on diabetes, or their interests in spending priorities. In this context, spending is used in a broad sense to include tax expenditure.

DA considers, that in assessing the budgetary implications of granting PBI status, a holistic view must be taken. DA identifies the budgetary implications of 1`131 status of the State and Territory Organizations and the National Office as follows:

•
There is no likely net cost to revenue of DA's income tax exemption, as the


organisations do not seek to generate net income. Rather, they strive to meet needs that


often far exceed their human and financial resources;

•
There is a cost to revenue in the concessional FBT treatment enjoyed by the DAs;

There is a cost to revenue in the endorsement of the DAs as deductible gift recipients;


These costs to revenue are relatively small compared with the cost of the NDSS. In


turn, the cost of the NDSS is very small compared with the cost of treatment of the


medical complications from diabetes;


DA's activities generate savings in tertiary health care given that DA is part of the


wider network of effective and preventative health care. These savings include social


savings (reduction in pain and suffering, financial relief) which accrue to patients and


financial savings which accrue to the community at large through the intermediary of


the prime funders of health care (the Federal, State and Territory Governments and the


private health insurance funds); and


DA's fundraising activities, especially for research, augment those available from


government and reduce the pressures on governments to play a larger role. DA has


been increasingly effective in garnering corporate sponsorships.

DA believes that it is an effective partner with government in a range of initiatives which seek to reduce the suffering and the personal and community costs incurred. It therefore believes that the overall result of the partnership is to reduce pressure on the Federal budget. It is a mutual help framework. The concessional tax status enjoyed by DA is part of the help it receives from the Federal Government.

3) IMPLICATIONS OF PBI STATUS FOR DA

The implications of Pl31 status for the affected DA Organizations is a much narrower perspective than that canvassed in Section 2 above. DA itself is not a final beneficiary of PBI status. It is an intermediary. The benefit of its P13I status flows through to NDSS registrants and to those patients and health professionals using other services provided by DA, as well as to the broader community.

Before addressing the implications of any future changes, it is important to note that the replacement of the former indirect tax regime by the GST has reduced the tax advantage of PRI status. Because PRIs were able to purchase motor vehicles free of wholesale sales tax, they were often able to sell them above, at or slightly below the purchase price for effectively no net depreciation cost. The GST has removed this advantage to the PBIs as well as imposing upon them higher compliance costs.

If DA were to be stripped of its current PBI status, the impact on its ability to carry out its role would be very serious, if not catastrophic. The activities that DA undertakes involve a high level of personal services and, accordingly, are highly labour intensive. Half of DA's operational costs are staff‑related. DA's concessional FBT treatment is a critical factor in its ability to operate the NDSS at a low cost to the Commonwealth Government. To illustrate this, the current NDSS contract provides for DA to be paid a margin (a percentage) on the cost of the product. That margin is half the margin allowed in some of the computer outsourcing contracts with for‑profit providers.

If DA were to lose PRI status, and therefore lose concessional FBT treatment, the resultant increase in staff costs would likely render it financially unable to operate the NDSS within the grants now provided. The options in this event would be the renegotiation of the NDSS contract at higher rates or the awarding of a new contract to a different PRI or to a commercial provider. In essence, the Commonwealth cannot have it both ways. The implication for the Commonwealth of imposing a full commercial taxation framework on its community services partners (such as DA) is that it will ultimately expect to pay full commercial rates for the services they render.

Similarly, if DA were to lose endorsement as a deductible gift recipient, its ability to raise

revenue for diabetes research would be very significantly curtailed, and there would be

additional pressure on National Health and Medical Research Council (NH&MRC) funds to

make good the shortfall. 1~
4) RESPONSES TO THE TERMS OF REFERENCE

DA submits the following responses to the terms of reference and to the Issues Paper issued on 10 November 2000.

The major social and economic factors affecting the attributes, purpose and behaviour of DA are: the severe impact of diabetes on the patients (both in terms of health status and finances), the considerations of equity and access to health care which require a strong advocacy role, and the scope for patients to fall through the cracks of the system. These factors confirm DA's position as a not‑for‑profit organisation concerned with the relief of sickness. Given that there is currently no cure for diabetes, the focus is on doing those things which improve the lives of patients with diabetes.

DA does not seek to compete with health professionals in the provision of care to patients. Its role is complementary and supportive of people with diabetes, their carers and health professionals.

In its biennial publication, Australia's Health, the Australian Institute of Health and Welfare (AIHW) introduces its description of the many health care providers and multiple sources of funds with the observation that the health care system is "pluralistic and complex", a theme echoed also by the National Commission of Audit:

"Australia's health care system is complex and loosely organised, with responsibilities for care split between the Commonwealth Government and State Governments, and services provided by both the public and private sectors. 115

It is inevitable in such a system that there will be unmet needs. DA seeks to ensure these needs are met by advocacy and, in some cases, by doing what it can itself

In DA's view, the relief of sickness should remain as one of the core purposes which define a PBL
There is ample evidence that equity and access to health care is one of the fundamental values important to Australians. That does not necessarily require the Government to provide or fund all health care, but it does require strong government involvement. Those aims are best met where there are strong partnerships with community‑based organisations and where there is scope also for a self‑help mentality. The latter is stressed here. Diabetes is virtually unique in the scope for high quality self‑management by the patient to contribute to superior health outcomes, reduced suffering for the patient and reduced financial burdens for both patient and taxpayer. Within relevant professional circles there is general consensus that health outcomes are measurably improved by strong patient efforts in relation to diet, exercise and accurate monitoring and management of blood glucose levels.

4F
DA considers that its current and anticipated increasing role in regard to the relief of sickness must result in its retaining its PBI status.

DA meets the four tests in the current definition of a PBI, and expects to meet the tests in any new definition. DA sees itself as "mainstream" PBI material. Further, it is judged that DA Limited (the national entity) comfortably meets all eight requirements set down in paragraph 65 of the relevant draft taxation ruling.6
DA considers that in a pluralistic society like Australia, governments will be able to manage the health care system more easily and more effectively if they allow citizens to have some say about the priorities in spending, (both their own spending and tax spending), by continuing to allow tax deductible donations.

5 National Commission of Audit, "Report to the Commonwealth Government", June 1996, p. 49.

6 TR 2000/1) 14, "Income tax and fringe benefits: public benevolent institutions".

Governments that wish to strongly direct all health spending priorities must also expect to pay for a high proportion of the cost as well. In order to evoke private and voluntary contributions, it might be argued that it is desirable to give citizens some continuing influence over the areas where money is spent and the way it is spent.

DA acknowledges that there is a degree of shadowboxing in this proposition. Some health issues will evoke stronger support from the general public than others, and there is little doubt that in deciding their own spending priorities, governments will tend to be less generous in areas where voluntary organisations are more easily able to garner private sector and personal support. In that sense, governments may modify privately expressed preferences. Nether‑the‑less, it remains important that citizens retain the opportunity to express their views on the manner in which the Health Budget is implemented.

DA considers that the Government should eschew any approach which creates a very complex framework for defining and assessing PBI status.

Many charitable organisations are concerned at the ever‑increasing complexity of taxation in Australia and the diversion of resources from their prime missions into compliance with taxation and administrative law. The GST, for example, has emerged as a more complex tax than was anticipated on the basis of the 1998 white paper. Any definition of charities which was activity‑based rather than organization‑based would undoubtedly result in a marked increase in complexity. While there are some very large charitable bodies, it needs to be kept in mind that many charities are relatively small entities with very limited resources which are poorly placed to comply with a very complex tax regime. Such a regime would undoubtedly impose a significant "deadweight loss" on Australia's health and welfare sector.

DA considers that definitions should be based on the attributes and aims of the organization, rather than on particular activities. The dominant purposes of an organisation should define it. Therefore, DA does not consider it appropriate to distinguish between commercial and non‑commercial activities of organisations such as DA.

DA undertakes a very limited range of commercial activities which are purely designed as activities to obtain funds (eg for research). One example in that area is the clothing collection business undertaken by DA VIC. However, the majority of DA's fundraising efforts do not involve commercial activities. Examples are: seeking tax deductible donations and bequests, conducting raffles and social functions, and pursuing corporate donations and sponsorships.

DA undertakes significant trading activities, which illustrates the considerable difficulties in making a distinction between commercial and non‑commercial activities.

We first address the trading in non‑NDSS products such as blood glucose meters. Over and above their utilisation of pharmaceuticals, medical and hospital services, patients with diabetes have significant needs (including equipment, aids and appliances, special foods, etc) which do not attract any form of government subsidy. Some patients with diabetes are able to indicate the out‑of‑pocket cost of their disease to be in the order of $2,000 to $3,000 p.a., and the figure is higher again when one takes account of discrimination in areas such as superannuation and life insurance. The figure cited here is vastly more than the typical out​of‑pocket cost to the broader community, which was of the order of $400 per per‑capita per annum 1997‑98.7 The stress arising from the financial cost of diabetes is a significant issue for patients and especially for the parents of juveniles with type 1 diabetes, because it is a lifetime of cost.

DA holds that its role in the relief of sickness extends to the relief of financial stress. There are limits to what it can achieve here, but the core objective in DA's non‑NDSS trading is to use DA's influence in the marketplace and its non‑profit structure so that patients can obtain their special needs for their day to day management of diabetes at the lowest possible price.

An independent investigation by Access Economics8 has established that non‑NDSS trading is not a profitable activity for DA. Indeed, in some of the Member Organizations, the gross margin from non‑NDSS trading is not enough to cover the direct costs let alone make any contribution to trading. No DA organisation makes a net profit from non‑NDSS trading when overheads are taken into consideration. This is not an accident. It is an eyes‑open strategy to effectively subsidise the trading for the benefit of patients with diabetes.

DA openly acknowledges that some "competitors" (often profit‑motivated) might argue that they are not able to compete on a level playing field with DA. For its part DA concludes that the community interest in the relief of sickness outweighs the business sector's need for profit from trading. That said, the issue of competitive neutrality between charities and commercial organisations is a thorny one which does require a large measure of mature judgment. If competitive neutrality were the priority over all other considerations, charities wishing to undertake ostensibly "commercial" activities would probably need to do so through separate entities operating in a fully commercial taxation and trading environment. That would cut directly across the purpose of such activities which is often to lower the cost of the needs of the particular constituency the charity seeks to serve.

We next address the NDSS, which is a "trading" activity but again, in the view of DA, not a 66commercial" (ie profit‑making) activity. From DA's point of view, the activities that are required to make a success of the NDSS encompass the educational and promotional activities as well as the distribution of the sharps and strips. Indeed, it would be naive to suggest that the merchandising is entirely separable from the education and promotion. For its part, the Commonwealth does not wish to fund all those activities by DA and it is perfectly reasonable to expect DA to carry out a fundraising role as a quid pro quo for its taxation treatment (income tax exempt, endorsed as a gift deductible recipient plus FBT concessions).

The upshot is that the NDSS grant received from the Commonwealth meets the cost of the distribution and part of the cost of the educational and promotional activities. DA funds the rest any way it can from donations, bequests, solicited corporate sponsorships, membership subscriptions and so forth. Therefore, from DA's viewpoint, the NDSS is an activity in which both the Commonwealth (which makes the larger contribution) and DA co‑operate to provide the sharps, strips and related education either free or at highly subsidised rates. DA does not accept that, given its own subsidisation of the greater NDSS, that the activity may logically be classed as commercial. The fact that it receives grants from the Federal Government in partial funding does not make it a commercial activity within the normal meaning of that term.

DA considers that there is an expectation that charities and related organisations will undertake commercial activities in order to perform their core purposes effectively, and that the definition of a PBI should not impede such activities.

Many of the issues here have been canvassed in the previous item. It is clear that governments wish to see charities and community service organisations operating more effectively, more professionally and with a degree of self‑help mentality rather than having a strong dependency on government. Clearly the reduction in government funding in general, the move from block funding and the specification of funds to be used against agreed outcomes, all lead charities and community service organisations towards the need to diversify income (by considering commercial activities) to fund their direct service programs, and reduce their reliance on any one income stream.

DA would argue that a strong commonality of purpose should allow groups of related organisations to have their PBI status assessed collectively.

DA does not believe that restrictive rules on PBI status should force organisations to change the way they are organised. In its own case, DA would suggest that the eight State and Territory DAs and the National entity (Diabetes Australia Limited) have a strong commonality of purpose and should be assessed collectively for compliance with PBI definitions.

The other four entities that are members of DA (the two research trusy and the two professional organisations) have roles and aims that are, in part, independent from and different to their involvement in DA. However, it should be noted that they are indirectly active in the relief of sickness through their specific functions and activities. Accordingly, it is unlikely that the combined activities and goals of the thirteen members would result in a formula to which all could subscribe.

7 Based on the latest health expenditure estimates published by AlHW (HEB 16, June 2000). 8 Unpublished.

