
25 January 2001

The Hon Ian Sheppard

Chair

Inquiry into the Definition of Charities and Related Organisations 

C/- The Treasury

Parkes Place

PARKES  ACT  2600

Dear Sir,

Please find enclosed a submission by the Stegley Foundation for consideration by the Inquiry. 

We hope that you find the experiences and perspective of the Foundation, which for over 25 years has been supporting community organisations working with disadvantaged groups, informative and helpful to your deliberations.

Thank you for agreeing to accept this submission, after the formal closing date. 

Do not hesitate to contact us if you would like to clarify or discuss further any aspect of our submission.

Yours sincerely,
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TRUDY WYSE

Manager, Community Development

(on behalf of the trustees) 

SUBMISSION FROM THE STEGLEY FOUNDATION

TO THE 

INQUIRY INTO THE DEFINITION OF CHARITIES AND RELATED ORGANISATIONS

Background to the Stegley Foundation

The Stegley Foundation is a private philanthropic trust, established in 1973, which disburses approximately $400,000 per annum to a range of community organisations in Victoria. 

The Foundation supports organisations working within local communities, or with communities of interest, to challenge discriminatory policy and practice, build social infrastructure and promote social justice and equity. The target groups with which the Foundation works include people with disabilities, Aboriginal communities, disadvantaged women, youth and aged persons. 

The major areas of activity in which funded groups and organisations are involved include:

· assisting communities to assess and reform local community amenity and wellbeing;

· undertaking consumer review & monitoring of services;

· addressing issues of citizenship, accountability and local government responsiveness;

· promoting local media coverage of community and social justice issues.

· strengthening Koori identity and addressing issues of dispossession and discrimination;

· supporting community advocacy to improve opportunities for disadvantaged groups;

The discussion and recommendations contained in this submission are based on the Foundation’s experience over 25 years of seeking to support those organisations working most effectively to change the circumstances of, and increase opportunities for, disadvantaged groups in the community. 

Tax Deductibility and Definitions of Charity

In this submission we will largely confine our discussion to the issues surrounding the current definitions of charitable organisations, and public benevolent institutions, and the impact that these definitions have on tax deductibility which are proving increasingly difficult for both trusts and recipient organisations.

Trusts are an important source of funds for the community sector, particularly at a time of dramatically reduced state and federal government funding for human services and community support. Each year, trusts donate many millions of dollars to welfare and community organisations, hospitals, universities, conservation and arts groups. 

However, many welfare and community organisations which are working to overcome discrimination and disadvantage and improve opportunities for individuals and groups in the community are unable to gain tax deductibility status and are therefore not eligible for trust funding. 

Under present regulations many trusts are unable to donate funds to such organisations because their trust deeds limit them to supporting organisations with tax deductibility status under Section 78 of the Income Tax assessment Act. 

In order to acquire tax deductibility status, organisations must meet the rigid definition of what constitutes a Public Benevolent Institution. Under this definition, a PBI is an organisation that provides direct material assistance to the poor, destitute, disabled and otherwise distressed who are unable to care for themselves. This approach is based on pre-nineteenth century notions of charity which, in the absence of a state role in welfare provision, relied predominantly on individual benevolence and church support, and reinforces the polarisation of society into the ‘haves’ and ‘have nots’. 

It anchors social welfare initiatives in an outdated, paternalistic and essentially reactive mode.  It is anachronistic to the contemporary practice of community service provision, which aims not only to provide immediate relief to people’s material disadvantage, but to provide opportunities for them to participate in and influence the decisions that affect their lives. 

Such restrictive definitions largely deem ineligible for trust funding those organisations which provide less direct but equally significant forms of relief through preventative programs of community education and information provision, self-help support, public policy development, consumer rights and legislative reform advocacy, co-ordination and action based research.

The net effect of this has been the favourable treatment of the long established and more traditional charities, rather than those organisations working in more innovative ways to address current social problems.  There are many examples which clearly illustrate how indirect activity of the types outlined above provide a more effective long term strategy for addressing issues of disadvantage and social exclusion, as opposed to direct aid which only alleviates the immediate circumstance of the affected person or group.

We argue that it is in the public interest for community resources to be directed to preventative approaches and community building processes. There are no justifiable policy reasons to distinguish between direct and indirect forms of relief of poverty, hardship and disadvantage. Preventative services can often be more efficient and cost effective (for example, successful anti-drug, family violence and AIDS education strategies compared to the costly drain on community resources, to say nothing of individual suffering, of the full consequences of these and other social ills). Advocacy and campaigning to reform discriminatory policy and legislation can address the systemic causes of social and economic disadvantage and inequity. The indirect activities of coordination  and consultation by peak bodies creates a more informed, efficient and better-networked community sector which is then able to work more effectively with, and on behalf of, disadvantaged groups. 

Inconsistencies in applications of PBI Status

There are also major inconsistencies, both within and between the states, in the ways such definitions are applied. There is considerable anecdotal evidence of organisations being granted tax-deductible status while others doing similar work are refused that status. 

Many community service organisations were granted tax deductibility in earlier periods when such definitions were more flexibly interpreted, compared to recent years when the Australian Taxation Office has taken a more stringent and exclusionary approach. 

The ATO’s primary focus is on revenue raising and this role may be seen to overshadow any broader public interest concerns in defining charitable purposes. For this reason the ATO may not be an appropriate gate-keeper in determining charitable status. A better model may be the establishment of a separate statutory body to regularly review the definition of charity, determine which organisations qualify as charities and PBI’s and monitor the activities of charitable organisations (see below under accountability).

Further, the current tax regulations discriminate against the welfare and community services sector when compared to hospitals, universities and arts organisations, all of which have ready access to tax deductibility status and thus the philanthropic dollar.

Accountability of Trusts and Foundations

One major concern relating to broadening and updating the definition of PBI is that this will lead to an increase in the number of community organisations eligible for tax deductibility status and therefore to some increase in tax expenditure.  This makes it unattractive to the government of the day, and particularly to senior bureaucrats in Finance and Treasury. 

To date, little economic modelling has been undertaken to actually quantify the financial implications of broadening tax deductibility status to community service organisations working in less direct and more preventative ways. However, the Industry Commission in its 1994 report into Charitable Organisations in Australia indicates that it did not expect that such a move would significantly increase the cost to the Commonwealth government. To some degree it would involve a redistribution of donations away from the more traditional charitable organisations to self-help and advocacy groups. 

In any case, any increased costs could be offset to some extent by the imposition of greater measures of regulation and public accountability for charitable trusts and foundations to ensure that funds are utilised in appropriate ways.

The Stegley Foundation is one of the relatively few philanthropic trusts which regularly publishes and widely distributes an Annual Report and funding guidelines. As a trust, we operate according to a high level of professionalism in our research and accountability standards and we expect equivalent standards in those organisations we fund. We believe that trust funds are a community resource whose existence, funding base and grant making processes should be widely known. For too long the operations of some of the major charities and grant making trusts have run something of a closed shop.

Recommendations*

· That the concept of charity in Commonwealth legislation continues to be based on the principle of public benefit, but that a more contemporary interpretation of the “four heads of charity” be developed. Such an interpretation must allow for the inclusion of a broader range of purposes and activities relating to the pursuit of public benefit in the 21st century, and be sufficiently flexible to embrace emerging social trends, community needs and priorities.

This interpretation should recognise a range of activities undertaken to address poverty and disadvantage, such as social policy development, research, advocacy and campaigning, as charitable, provided they are not undertaken for party-political purposes. 

· That for the purposes of tax deductibility, the definition of public benevolent institution be broadened to include any charitable organisation whose dominant purpose is to assist disadvantaged people. This new definition would remove the current restriction of PBI status to organisations providing direct services to individuals within their target group. Instead it would recognise a range of indirect means which can effectively assist disadvantaged people to overcome hardship and social exclusion, and enable them to participate in society according to their potential. 

· That a national body be established by legislation to regularly review and update the interpretation of charitable organisation and public benevolent institution in the light of an informed understanding of changing social, economic and environmental circumstances, and community views and priorities. This body would also determine which organisations qualify as charities and would regulate charitable organisations. 

· That a system of public accountability and transparency of operation be developed and applied to all charitable organisations which receive taxation concessions. At a minimum this system would require publication of an annual report outlining income and expenses, assets and liabilities, projects funded and activities undertaken.   

*These recommendations draw substantially on the proposals and recommendations outlined in ACOSS’ and Philanthropy Australia’s submissions to the Inquiry.

