LOCAL COMMUNITY SERVICES ASSOCIATION INC

19 January, 2001

Hon Ian Sheppard AO QC 

Chairperson 

Inquiry into the Definition Charities and Related Organisations 

C/‑ The Treasury 

Parkes Place 

PARKES ACT 2600

Dear Mr Sheppard,

Please find enclosed the submission the Inquiry into the Definition Charities and Related Organisations from the Local Community Services Association.

I intend to send an email copy, but our system is currently not operating, so will forward an electronic version as soon as possible.

Thank you for the opportunity to have input into this Inquiry and for extending the deadline for submissions to accommodate the Christmas Season. The quality of submissions we are able to provide depends greatly on having adequate time to consult with our members

Yours Sincerely

Faye Williams

Executive Officer

LOCAL COMMUNITY SERVICES ASSOCIATION

RESPONSE TO CHARITIES INQUIRY

MAIN POINTS

I .
It is vital to bring the legal definition of charities up to date with current practice so the Inquiry is welcomed by LCSA.
2.
The community sector has several types of organisations of varying size, philosophy and practice. The existing definitions of a charity do not reflect this diversity nor the advances made by the modem community sector. The term charity should be discontinued.

3.
Size is and important issue for LCSA and the Neighbourhood and Community organisations who are its members. Many smaller community organisations are being disadvantaged by current government policy and any change to definitions should not increase that disadvantage.

4.
The concern in the community sector about for‑profit organisations receiving government grants is strong. They argue that government grants should not be used to pay for profit to an individual.

5.
Most community organisations carry out a range of activities. The status of the organisation for tax exemption should depend on the type of organisation, based on their incorporation, which is their current legal basis ‑ as a incorporated association, a co‑operative or a company, not primarily on their activities.

6.
Activities of the organisation should fit within an acceptable range of actions, which are wider than those presently defined by the Tax Office and reflect the activities of modem community organisations, including community development, information provision, advocacy, support for members and prevention.

7.
Definitions should first be based on the type of organisation and its objective. The elements in an organisations objectives that should be considered are:‑

Human services

Addressing disadvantage

Non‑profit

Benefiting the general community

Creating social capital

8.
Direct services should not receive more support than other activities that take a less direct or preventative role in solving problems. The long term real benefits of scientific research, health prevention, public safety campaigns have been proven and are the required elements in modem community work.

The Local Community Services Association (LCSA)
LCSA is the peak organisation representing over 300 Neighbourhood Centres and Community Centres throughout NSW. We represent and advocate for our members, providing a voice to decision making bodies We resource and support our members to improve their community development work.

Neighbourhood and Community Centres are community organisations located in a neighbourhood, suburb or local government area that work with communities to provide a better quality of life by responding to local needs through information, networking, planning and providing services.

Support for the Inquiry

LCSA supports the Inquiry into the definition of charities and related organisations.
Neighbourhood and Community Centres have for a long time experienced a lack of clarity about their status, especially in relation to charitable status for tax exemption. The achievement of charitable status for the purposes of tax exemption, could be achieved by one Neighbourhood Centre and refused to another similar organisation, based on what seemed arbitrary criteria, depending on what year the application was made and who answered the query. Centres often placed a certain clause in their Rules under the Associations Incorporation Act, to achieve tax exemption, with out changing their activities in any way.

Local community organisations experienced a similar sense of confusion with the advent of the GST and the definitions of charitable status used, as they did not fit in with common usage in the sector. The organisations referred to by the tax office as charities, see themselves as not‑for‑profit community organisations. In the sector, a Charity is the Tax Office's Public Benevolent Institution. Many Neighbourhood Centres thought they had to change their Rules under the Incorporations Association Act to include the 'charities clause' to become a charity for income tax exemption, even when they were not applying for Deductible Gift Recipient Status.

Current social expectations

Size and composition of the sector The sector is complex and probably a simple definition is not possible if it is to encompass all elements.

In the community sector many organisations hold a particular view of what a charity. The term conjures up a large church or benevolent institution, often with a long history, a conservative philosophy and a high profile that attracts donations from the public at large. The act of charity implies a beneficent donor doing *good works' for a grateful recipient.

The NSW community sector also has large numbers of organisations that have developed in the last 20 years. They tend to be smaller, often based in their local community or supporting particular communities of interest. They have local community based management and have received funding from government to carry out community development activities or services to particular target groups. They see their work as addressing disadvantage in a way that builds the esteem of the individual, based on rights of a citizen for basic standard of living. They do not like to be termed a charity.

The current climate in the community sector is being changed by the Federal Government. Market forces are being applied to community organisations as seen through user pays, mutual obligation, funding of for‑profit organisations and contracting out. As service provision takes a larger share of the mainstream market, for‑profit businesses are taking on activities previously the role of the not‑for‑profit sector, such as Child Care and Aged Care. Many big charities are thriving in this new environment, feeling comfortable with taking a corporate approach to the provision of services and suiting the new environment.

Size is and important issue for LCSA and the Neighbourhood and Community organisations who are its members. Many smaller community organisations are being disadvantaged by current government policy. Work is requiring increasing specialisation due to complexity of reporting and short time frames. Some Departments are awarding contracts to larger organisations and encouraging smaller organisations to amalgamate.

Size is also important in analysing the type of activities that can receive tax exemption. A small organisation will cover a range of activities, including service provision, information, advocacy, support of members and prevention. As the size of the organisation increases, or the organisation moves to regional or state level, the activities become more specialised. These bodies lose tax benefits for being an advocate, a member support or prevention organisation, when these same activities are accepted on a smaller scale as part of a range of activities.

The Inquiry needs to consider if it is going to examine and recommend new definitions based on what exists in the sector now, or what government po4cy would like to see.

The composition of the community sector can be seen as:‑


The charities ‑ large Charities and Church organisations carrying out community work


Community organisations ‑ Smaller local organisation managed by community members and receiving government grants. Work includes generalist community work in response to the needs of the local community and specific services.


Local government is also seen by State and Federal governments as a local community organisation for the purpose of auspicating government grants, while also taking on the role of funding local community organisations.

Volunteer organisations providing self help activities.


For‑profit businesses.

The concern in the community sector about for‑profit organisations receiving government grants is strong. They argue that government grants should not be used to pay for profit to an individual. If the grants are the same to for‑profit and not‑for​profit organisations, the profits are gained by reducing costs. Since wages are the main costs, savings are made by having fewer workers or paying workers less, resulting in lower standards from stressed, less qualified workers. Standards are being redefined to describe minimum standards to accommodate the for‑profit sector. The arguments that for‑profit businesses are more efficient than not‑for‑profit community organisations remains unproven.

Wholly or partly Charitable

Most community organisations carry out a range of activities. The status of the organisation for tax exemption should depend on the type of organisation, based on their incorporation, which is their current legal basis ‑ as a incorporated association, a co‑operative or a company.

Activities of the organisation should fit within an acceptable range of actions, which are wider than those presently defined by the Tax Office and reflect the activities of modem community organisations and include community development, information provision, advocacy, support for members and prevention.

The not‑for profit test should apply, and the percentage of income derived from for​profit activities should be a small percentage and used to support not‑for‑profit activities. This discretion allows some buffer against unforeseen circumstances, no longer available because of acquittals of government funding and allows some response to local needs now virtually impossible due to heavy targeting of government funding.

Existing definitions

LCSA would have problems with any definition that was based on the arousal of pity or compassion. This is the charity model as described in our response in 'Size and Composition of the Sector'.

Definitions should first be based on the type of organisation and its objective. The elements in an organisations objectives that should be considered are:‑


Human services


Addressing disadvantage


Non‑profit


Benefiting the general community


Creating social capital

Organisations could then report on their activities from an approved list of the work that community organisations are currently engaged in. These are found in annual reports of organisations and tasks funded by government departments.

Support from government should prioritise the activities essential for human life, food, housing, transport, health, work. Activities such as education, religion, sport and cultural activities will enhance the life of the community, but many are activities of choice for people who can purchase them to add to their quality of life. The highest level of government support should be for people who are suffering the greatest disadvantage in essential areas.

Direct services should not receive more support than other activities that take a less direct or preventative role in solving problems. The long term real benefits of scientific research, health prevention, public safety campaigns have been proven and are the required elements in modem community work.

The legal basis of definitions should be enacted by legislation. Obviously, common law has not reflected significant changes in the community services industry. When approaching the legal profession for advice on behalf on community organisations, it becomes evident that this sector has not had a high profile in the law, perhaps because few community organisations or charities end up in court. It is surprising that the initiative for the present Inquiry is coming from the Tax Office, rather than other Departments that might be seen as having more relevance to community work. The basis of our legal status as an entity is our incorporation as an association, co​operative or company and this source of definition should be investigated.

