Response to Charities Issues Paper

The Committee invites charities and related organisations to provide information about their organisation, and about the current social and economic environment they operate in, including how that environment is changing.

Background

I am a partner in a locally owned and operated, quality endorsed labour hire company, which was established in October of 1995.  The company is a private business that the Directors funded the development of themselves by winning tenders and creating opportunities for its survival. Skill Hire Pty Ltd were accredited with third party endorsed quality assurance in January 1998, for which a yearly assessment of procedures is undertaken by an independent auditor. In May 1998 the company was recognised as a Group Training Scheme by the State and Federal Employment and Training departments. The Department of Employment, Workplace Relations and Small Business nominated the company for the NAIDOC Employer of the Year for Indigenous People this year and the company came second in the State for the Prime Ministers Employer of the Year for People with Disabilities in 2000.  Tony Abbott visited our operations last year as it had been described as a role model for similar Indigenous programs by state representatives of Department of Employment, Workplace Relations and Small Business. The company does not receive government core funding or tax concessions as a private Group Training Scheme.

On the other hand, Group Training Organisations as a subsidiary of Group Training Australia (GTO’s) are organisations that receive core funding to employ apprentices and trainees and hire them to businesses within the community. The original idea was to provide apprenticeships to those potential apprentices and disadvantaged job seekers who could not find an employer that would commit to a four-year apprenticeship. These GTO’s have received core funding from government departments since being set up. The funding is set up on a sliding scale based on the amount of apprentices the GTO employs. This figure can be up over $100,000 per annum. Being a “not for profit community based” organisation the GTO also received sales tax exemption on goods bought up until GST came into effect. As I understand it, as a not for profit agency these companies do not pay tax on earnings either
What are some of the major social and economic factors affecting the ‘attributes, purpose and behaviour’ of your organisation, and what are the implications for how your organisation is or should be defined?

Issues

The local GTO developed a labour hire / recruitment company called ATC Recruiting in 1998. The GTO calls it the “trading arm” of the business even though the GTO is meant to be a not for profit organisation. The “trading arm” has been set up to directly compete with my company. We have had several of our clients comment to us that their sales pitch revolves around “We’re cheaper than Skill Hire Pty Ltd”.  Charge rates quoted are “pay rates plus 15%”.  (When you take into account superannuation is 8%, an average workers compensation premium is between 4-5% it does not leave much to run a stand-alone business with, particularly when some of the jobs ATC Recruiting have quoted on are labouring and construction jobs with gazetted workers compensation rates of 7-10%. This means you would be running at a loss before you even paid staff, bought stationary, leased cars, bought fuel etc.) While calling ATC Recruiting the “trading arm” of the business, ATC Recruiting employees use the GTO’s resources all gained with a sales tax exemption, not for profit status and assistance via the core funding arrangements. 

· ATC Recruiting employees use the GTO’s vehicles all with GTO stickers and promotions. There are no ATC Recruiting identified vehicles.

· The local GTO and ATC Recruiting are located in the same building.

· We have had GTO employees handing out ATC Recruiting business cards in our own office. 

· There is no effort to distinguish between the two entities in any of the advertising.

Given the above, we feel it is more than likely the case,

· All stationary and resources would be bought by the GTO with tax exemptions and core funding assistance, as ATC Recruiting is only the “trading arm” of the business.

· The GTO used finances from the GTO to fund the development of ATC Recruiting. I feel this would be money utilised under false pretences as the finances have come from a “not for profit” agency. This absolutely disgusts me as a taxpayer whose business is suffering because the previous years of sales tax exemption, tax concessions under not for profit status and core funding assistance provided to this organisation now funds a trading arm that competes with locally owned and operated family businesses. I know it would cost in excess of $100,000 in the first year to get a business like this going as I have done it myself. 

We are receiving feedback through our networks that this is the model that most GTO’s are moving towards in Western Australia. Since starting to write this letter, the GTO in the Esperance region where my company also operates is now moving down the same lines. 

In reading the “Charity Pack – A Taxation Guide for charitable institutions and funds”, I found it interesting on page 58 where examples of what is, and what isn’t a charity in the unemployment fields. It clearly states that, recruitment organisations for employers are not charity organisations. I understand that to mean that an organisation like ATC Recruiting should not be eligible for not for profit tax concessions. Clients have told us that ATC Recruiting have advised them they will not be charging GST on invoices. This is a clear indication to me that ATC Recruiting considers itself a not for profit recruitment service under the cover of their GTO.

In my view, at the very least the organisation should not be using assets of a parent company gained under sales tax exemptions prior to June 2000 and not for profit status to undercut privately owned businesses that pay tax on their business earnings. 

Furthermore, I bring to your attention happenings that illustrate to me that the whole situation is a sham and nothing more than an organisation that wants to play business but doesn’t want to share the same responsibilities as most other businesses. 

1. “Charity Pack – A Taxation Guide for charitable institutions and funds” allows for an apprenticeship or traineeship organisation if they are for the public benefit and not for particular businesses to be classed as a charity. This is what I would assume GTO’s gained their not for profit status under. In 1997 we were approached by an employer who asked us to take on an apprentice for him because the local GTO had refused to employ the apprentice due to failing a psychological profile. The host employer wanted this particular apprentice because the youth had done some casual work with him and shown the commitment and skills to become a carpenter. To cut a long story short, the apprentice was employed by my company, hired to that host employer and will finish his four-year apprenticeship later this year. The point I make is who is actually providing a service of public benefit to the community? Group Training Companies were set up initially to assist disadvantaged job seekers into apprenticeships and traineeships. This seems to have been lost when all applicants are still required to undergo a psychological test and the company only wants to pick the best applicant just like any other recruitment agency. We have heard many gripes from parents whose children have applied for work at the GTO and been knocked back due to failing a psychological test.

2. The latest arm of the organisation the GTO has come up with is to start a payroll leasing service (as advertised in the attachment). There are already small owner operated businesses providing this service in our region and have done so for some time. We are not one of them.

3. We have heard from good authority, the local GTO has bonus systems in place for staff based on the amount of work they bring in. I refer to page 19 of “Charity Pack – A Taxation Guide for charitable institutions and funds” where the example reads “A Training organisation changes its governing documents to remove the non-profit clause and provide for dividends to it’s members. It began to operate on a for profit basis from 1 September 2000. The organisation is no longer a charity as it operates for the profit of its owners. The ATO will revoke its endorsement with effect from 1 September 2000”. I feel the only difference between this example and our situation is the company in the example is being honest about its intentions and understands the difference between a not for profit company and a commercial business. To push that out in a commercial sense, a company like mine could pay bonuses equivalent to the total surplus each year providing great salary packages for staff and Directors.

4. My company employs over 600 people and does more for those from disadvantaged backgrounds than the GTO including over 10% Indigenous, 25% from Non English Speaking Backgrounds and eight people with severe disabilities who require on the job support from a community based organisation. (We were also nominated by that community based organisation for the Employer of the Year for People with Disabilities in 1999) Again, I have to ask who is providing the service for public benefit?

5. It is well known that local GTO’s have purchased properties around the state up to values of $500,000.00 or more per property paid for outright. Not bad for a supposedly not for profit companies.

I feel these organisations are really only a recruitment company trading under the guise of a not for profit traineeship and apprenticeship company for the benefit of the community? The facts are they operate no differently to the other 300 or so recruitment companies in Western Australia let alone Australia

What do you think will be some of the major influences on the environment in the coming decade, and what might this mean for how your organisation is defined?

In our industry of Employment and Training there is a move for not for profit companies into providing services of a commercial nature. This results in unfair competition with commercial enterprises as the not for profit companies utilise tax breaks and subsidisation from government departments to undermine legitimate small businesses. This is even more disturbing when you consider a company like ours is liable for the full brunt of taxation and the government provides funding to not for profit organisations that we cannot access because we are a private business. So our company tax not only provides tax breaks for these organisations, but also subsidises them while they are trying to cut us out of the market place. 

How have your organisation’s ‘attributes, purpose and behaviour’ changed over recent years, and has this involved any change in how your organisation has been or should be defined for various purposes? The views of government agencies, researchers, for-profit organisations and peak interest groups are also sought by the Committee.

We have become more focussed on tendering for projects. We have been dismayed by some tenders that require not for profit companies to tender on exclusively. Given the matters outlined in this submission we feel this practice is discriminatory and prohibitive.

What are the key characteristics of the current social and economic environment for the sector as a whole, and what significance do these characteristics have on how various parts of the sector are or should be defined?

The Employment and Training sector changes rapidly with new employment needs, changes in technology etc.

Do these influences impact differently, with different definitional consequences, on various parts of the sector?

Yes. A not for profit company has a better chance of receiving seed funding to facilitate capital expansions or change direction due to access to government funding. This means a private company like ours will always be disadvantaged in race to develop new courses etc. An example of this is the Skill Centre Funding tenders made available by the Department of Employment and Training for training companies to develop training centres in new and emerging industries. The funding was only made available to not for profit companies.

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

1. A private company’s cash flow is not as good as that of the not for profit company due to tax concessions and government subsidisation. 

2. Administration measures for taxation purposes cause the private company more work than the not for profit company.

Should definitions be based on the purpose of the activities carried out by the organisation only, or on the nature of the activity?

I feel it should be based on the nature of the activity. The purpose of the activity is too vague in our industry. Our not for profit competitors have the same purposes (training people to gain employment and finding jobs for people) as we do but we can not gain not for profit status as I, along with two others, own the business. Ultimately, the purpose of any business is make enough money to pay expenses and put enough money away so the business stays afloat in harder times no matter what spin not for profit agencies put on it as being in the communities interests or socially orientated.

Should account be taken of multiple purposes, or is it appropriate to rely on the sole or dominant purpose of an organisation in order to define it?

Each aspect of the business has to be looked at.

The local GTO developed a labour hire / recruitment company called ATC Recruiting in 1998. The GTO calls it the “trading arm” of the business even though the GTO is meant to be a not for profit organisation. The “trading arm” has been set up to directly compete with my company. We have had several of our clients comment to us that their sales pitch revolves around “We’re cheaper than Skill Hire Pty Ltd”.  Charge rates quoted are “pay rates plus 15%”.  (When you take into account superannuation is 8%, an average workers compensation premium is between 4-5% it does not leave much to run a stand-alone business with, particularly when some of the jobs ATC Recruiting have quoted on are labouring and construction jobs with gazetted workers compensation rates of 7-10%. This means you would be running at a loss before you even paid staff, bought stationary, leased cars, bought fuel etc.) While calling ATC Recruiting the “trading arm” of the business, ATC Recruiting employees use the GTO’s resources all gained with a sales tax exemption, not for profit status and assistance via the core funding arrangements. 

· ATC Recruiting employees use the GTO’s vehicles all with GTO stickers and promotions. There are no ATC Recruiting identified vehicles.

· The local GTO and ATC Recruiting are located in the same building.

· We have had GTO employees handing out ATC Recruiting business cards in our own office. 

· There is no effort to distinguish between the two entities in any of the advertising.

Given the above, we feel it is more than likely the case,

· All stationary and resources would be bought by the GTO with tax exemptions and core funding assistance, as ATC Recruiting is only the “trading arm” of the business.

· The GTO used finances from the GTO to fund the development of ATC Recruiting. I feel this would be money utilised under false pretences as the finances have come from a “not for profit” agency. This absolutely disgusts me as a taxpayer whose business is suffering because the previous years of sales tax exemption, tax concessions under not for profit status and core funding assistance provided to this organisation now funds a trading arm that competes with locally owned and operated family businesses. I know it would cost in excess of $100,000 in the first year to get a business like this going as I have done it myself. 

We are receiving feedback through our networks that this is the model that most GTO’s are moving towards in Western Australia. Since starting to write this letter, the GTO in the Esperance region where my company also operates is now moving down the same lines. 

In reading the “Charity Pack – A Taxation Guide for charitable institutions and funds”, I found it interesting on page 58 where examples of what is, and what isn’t a charity in the unemployment fields. It clearly states that, recruitment organisations for employers are not charity organisations. I understand that to mean that an organisation like ATC Recruiting should not be eligible for not for profit tax concessions. Clients have told us that ATC Recruiting have advised them they will not be charging GST on invoices. This is a clear indication to me that ATC Recruiting considers itself a not for profit recruitment service under the cover of their GTO.

In my view, at the very least the organisation should not be using assets of a parent company gained under sales tax exemptions prior to June 2000 and not for profit status to undercut privately owned businesses that pay tax on their business earnings. 

Furthermore, I bring to your attention happenings that illustrate to me that the whole situation is a sham and nothing more than an organisation that wants to play business but doesn’t want to share the same responsibilities as most other businesses. 

1. “Charity Pack – A Taxation Guide for charitable institutions and funds” allows for an apprenticeship or traineeship organisation if they are for the public benefit and not for particular businesses to be classed as a charity. This is what I would assume GTO’s gained their not for profit status under. In 1997 we were approached by an employer who asked us to take on an apprentice for him because the local GTO had refused to employ the apprentice due to failing a psychological profile. The host employer wanted this particular apprentice because the youth had done some casual work with him and shown the commitment and skills to become a carpenter. To cut a long story short, the apprentice was employed by my company, hired to that host employer and will finish his four-year apprenticeship later this year. The point I make is who is actually providing a service of public benefit to the community? Group Training Companies were set up initially to assist disadvantaged job seekers into apprenticeships and traineeships. This seems to have been lost when all applicants are still required to undergo a psychological test and the company only wants to pick the best applicant just like any other recruitment agency. We have heard many gripes from parents whose children have applied for work at the GTO and been knocked back due to failing a psychological test.

2. The latest arm of the organisation the GTO has come up with is to start a payroll leasing service (as advertised in the attachment). There are already small owner operated businesses providing this service in our region and have done so for some time. We are not one of them.

3. We have heard from good authority, the local GTO has bonus systems in place for staff based on the amount of work they bring in. I refer to page 19 of “Charity Pack – A Taxation Guide for charitable institutions and funds” where the example reads “A Training organisation changes its governing documents to remove the non-profit clause and provide for dividends to it’s members. It began to operate on a for profit basis from 1 September 2000. The organisation is no longer a charity as it operates for the profit of its owners. The ATO will revoke its endorsement with effect from 1 September 2000”. I feel the only difference between this example and our situation is the company in the example is being honest about its intentions and understands the difference between a not for profit company and a commercial business. To push that out in a commercial sense, a company like mine could pay bonuses equivalent to the total surplus each year providing great salary packages for staff and Directors.

4. My company employs over 600 people and does more for those from disadvantaged backgrounds than the GTO including over 10% Indigenous, 25% from Non English Speaking Backgrounds and eight people with severe disabilities who require on the job support from a community based organisation. (We were also nominated by that community based organisation for the Employer of the Year for People with Disabilities in 1999) Again, I have to ask who is providing the service for public benefit?

5. It is well known that local GTO’s have purchased properties around the state up to values of $500,000.00 or more per property paid for outright. Not bad for a supposedly not for profit companies.

6. I feel these organisations are really only a recruitment company trading under the guise of a not for profit traineeship and apprenticeship company for the benefit of the community? The facts are they operate no differently to the other 300 or so recruitment companies in Western Australia let alone Australia.

What methodology is appropriate to determine when a purpose is secondary?

Any fee for service business outside of the core business the not for profit company originally received not for profit status for must be taxed and treated as a separate entity. The not for profit company should not use funds gained from not for profit activities to kick the new business off. Every private business in Australia had to gain financial backing themselves etc, why should these not for profit companies starting commercial activities be treated any differently.

For organisations, such as religious organisations, that perform a wide spectrum of activities, is it appropriate to define the various activities differently?

Yes. As above and we have seen Church groups enter the Employment Services market. You only have to look at the last round of tenders in this program to see that the church and community group did a lot better than private companies in the tender. I would suggest because they will always theoretically in then eyes of public servants provide the services cheaper than private companies due to tax free status. I say theoretically, because in reality tax free status is still a cost to the government in income forgone by the government of the day.

Is it appropriate to distinguish between commercial and non-commercial activities undertaken by charities and related organisations?

Absolutely, because of the reasons outlined in the previous two paragraphs. If there is no disection between commercial activities and non commercial activities;

· Will it mean not for profit hospitals can start a chain of pharmacies at the expense of commercial operators?

· Will it mean organisations like the Salvation Army and Job Futures can start commercial labour hire and placement activities at the expense of small businesses that contribute more per earnings to taxation revenue? (Some not for profit industry groups have already done so)

· Will it mean that not for profit green groups undercut private companies involved in tree planting forcing them out of the market? ( There has already been a case of this locally with the “not for profit” Greenskills company)

· Will it mean that new companies coming into industries will deliberately set themselves up as not for profit companies to avoid their taxation obligations significantly reducing the Government’s base of taxable businesses and then venture into commercial activities?

I suggest there a people manipulating the system at present.

Is there an expectation that charities and related organisations will undertake commercial activities in order to perform their core purpose effectively?  

There is in my opinion because I think they realise there is an opening to do so with the current legislation. I feel a lot of these organisations forget the original reason they were set up and are for all intent and purposes now a commercial business. We have not for profit competitors who market themselves as small businesses.

How should these activities be defined and should they have a role in determining the definition of the organisation?

1. Companies wanting to set up not for profit status should have to derive a percentage of their gross income from non-commercial activities. That is the Australian Taxation Office may say that if a company earns more that 75% of its income from commercial fee for service activities, then they are really a commercial company like any other and should be taxed accordingly.

2. Companies wanting to set up not for profit status have to derive a percentage of their gross income from membership fees or donations.

3. Any deviation from the core business that received not for profit status should be treated and taxed as a normal corporate business.

4. Monies gained from not for profit activities cannot be utilised as start up capital for commercial fee for service activities.

5. A combination of the above.
Is your organisation ‘defined’ as a charity, PBI, religious organisation or community service not-for-profit organisation for the purposes of any law or administrative practice?

No.

Is your organisation ‘defined’ differently by different agencies or jurisdictions? If so, does operating under different definitions affect your ability to provide services?

Definitely. I feel the current situation is;

1. Discriminatory on the basis of corporate structure given GTO’s perform the same function as any other recruitment agency or labour hire firm but we cannot access tax breaks or core funding/subsidisation due to our corporate structure.

2. Protective as the subsidisation and tax breaks protect the GTO’s from true competition by ensuring the GTO’s and their profitable “trading arms” are always well financed and able to offer discounted rates.

3. Anti competitive as the private company is not getting an opportunity to access tax breaks which would provide the same reduction in costs to our client’s that the local GTO offers. 

4. Prohibitive in that the policies actively prohibit my company from pursuing some markets by not allowing us to tender on some programs.

5. In the taxpayers interest. Why should taxpayers fork out millions of dollars per year to organisations receiving special treatment, that are performing the same function and providing less results than a private company like ours? If the GTO’s were bought back to the same level of funding and taxation we have, Group Training Services would still be provided by all the schemes while not costing taxpayers the extra investment it does at present.

Does the current definition of your organisation impose any constraints on the ability of your organisation to provide services?

Yes. In a lot of cases we cannot access government funds that not for profit competitors can like;

· Skill Centre Funding

· Group Training Joint Policy Funds

· Special Grants
These funds are used to boost the viability of competitors while restraining our growth when we have achieved better results against targets than the not for profit company.

Does the current definition of your organisation impose any constraints on your ability to adjust your ‘attributes, purpose and behaviour’ to respond to changing demands?

Yes. As not for profit companies in this industry receive tax benefits and subsidisation;

· They will always be in a better cash flow position than private companies.

· They can access grants to pursue new markets where we have to generate the cash flow first.

· Tenders that call for not for profit companies only discriminate against us on the basis of corporate structure.
Do current definitions allow regard to be taken of the social and economic environment that your organisation operates in?

No. We provide the same services to the community as not for profit competitors but are penalised due to our corporate structure.

Do the terms ‘charity’, ’religious organisation’ and ‘community service not-for-profit organisation’ continue to have relevance in the current social and economic environment?

Yes. In terms of those charity and religious organisations that are legitimately performing these functions. I think community service not for profit organisation is too broad. My business provides the same community services as our competitors and in fact in some cases is more community minded on certain issues.

Do the four ‘purposes’ of charity in the common law continue to have relevance?

No it is too broad.

Is the concept of PBI of continuing relevance?

No it is too broad.

Is there a place for ‘direct’ assistance to be distinguished from other forms of assistance?

Only for not for profit companies that do not have commercial activities. We have seen these direct assistance packages given to not for profit companies used against us to undercut our business. I feel all these monies should be made available to private and not for profit companies and each judged on their performance against agreed targets. It will provide the community with value for money and the non- performers will be weeded out whether private or not for profit.

Should the definitions of charitable, religious and community service not-for-profit organisations be left to the courts or enacted in legislation? What are the advantages and disadvantages of the different approaches?

No. Small companies do not have the money to take these issues through the courts. The legal fraternity is the only ones who make money out of it and I feel it would tie the government and not for profit organisations up defending the claims.

I feel the best way to address the issues is to redefine what constitutes a not for profit company enacted in legislation.

The Committee would be interested to hear views on overseas definitions that are considered suitable for adoption in Australia.

I have recently come back from Italy where the definition of a not for profit organisation appears pretty clear as a club, charity, religious or community organisation. It appears these organisations do not pursue commercial activities and stick to their original business they received not for profit status for.

If your organisation operates overseas, are there any particular issues regarding the definitions used in Australia compared to those in other countries that affect the international activities of your organisation

Not Applicable.

What do you regard as the framework and key criteria that could form the basis for the classification of charitable, religious and community service not-for-profit organisations?

1. Companies wanting to set up not for profit status should have to derive a percentage of their gross income from non-commercial activities. That is, the Australian Taxation Office may say that if a company earns more that 75% of its income from commercial fee for service activities, then they are really a commercial company like any other and should be taxed accordingly.

2. Companies wanting to set up not for profit status must have to derive a higher percentage of their gross income from membership fees or donations.

3. Any deviation from the core business that received not for profit status should be treated and taxed as a normal corporate business.

4. Monies gained from not for profit activities cannot be utilised as start up capital for commercial fee for service activities.

5. A combination of the above.
Do you have a preferred definition of a charitable, religious or community service not-for-profit organisation and, if you believe relevant, PBI?

A not for profit organisation is one that derives more than 75% of its income from donations, membership fees, grants or government subsidisation.

Would it be desirable to split out different types of activities into separate entities for definitional purposes? What would be the implications of such an approach for your organisation?

Yes but there needs to be a regulator appointed to ensure that not for profit companies do apportion costs to the right entity. The present system of auditing by an accountant only allows the not for profit agency to move funds between the not for profit business and the commercial fee for service activities.

Is there anything else you consider to be relevant in developing options for new definitions?

Yes. The tendering process for government funds needs to be looked at to ensure any company regardless of structure can apply for funding. At present, some tenders are just discriminatory on the basis of corporate structure excluding private companies. Eg Skill Centre Funding, Group Training Joint Policy Funds, TAFE Profile funding.

Executive Summary of Issues

I want to make it clear from the outset that my ambitions are only to ensure equitable taxation for like businesses ensuring competitive markets which in turn is good for the industry and consumers. It also ensures the government is receiving all the taxes it should be. These are issues as I see them, which I feel are similar to what any other small business operator would raise in my position.

1. In our case, this GTO that gained not for profit status for their apprenticeship and traineeship service for public benefit now competes in the open market in markets for labour hire, recruitment and placement, payroll leasing, and training brokerage. All these services were provided by small private companies before this company moved into them using the not for profit status to take a market share. Where will it stop?

2. I find it ironic that a small business like ourselves, who is liable for full brunt of taxation is disadvantaged by these companies receiving what I see as preferential treatment when they do not share the same taxation responsibilities we do. 

3. I feel that if these companies want to set up trading arms and move their business to compete with commercial enterprises then they should be seen as commercial enterprises and taxed accordingly.

4. I feel the current situation is;

Discriminatory on the basis of corporate structure given GTO’s perform the same function as any other recruitment agency or labour hire firm.

Protective as these policies protect the GTO’s from true competition by ensuring the GTO’s and their profitable “trading arms” are always well financed and able to offer discounted rates.

Anti competitive as one organisation is not getting an opportunity to access tax breaks which would provide the same reduction in costs to our client’s that the local GTO offers. 

Prohibitive in that the policies actively prohibit my company from pursuing some markets.

In the taxpayers interest. Why should taxpayers fork out millions of dollars per year to organisations receiving special treatment, that are performing the same function and providing less results than a private company like ours? If the GTO’s were bought back to the same level of funding and taxation we have, Group Training Services would still be provided by all the schemes while not costing taxpayers the extra investment it does at present.

I am not an accountant nor consider myself an expert on taxation issues, but I do see the day to day impact of these policies on small businesses. I also as a business person trying to remain competitive in the market place see the advantages in setting a company structure similar to the GTO’s ensuring my salary with bonuses is high enough to leave the company as a true not for profit company! While I am not intending to do this without clarity on the issue, as I see it as blatant tax evasion, I ask myself how many other people are watching this scenario unfold?

In closing I ask you to consider the repercussion of this type of activity being extended or promoted by tax specialists.

· Will it mean not for profit hospitals can start a chain of pharmacies at the expense of commercial operators?

· Will it mean organisations like the Salvation Army and Job Futures can start commercial labour hire and placement activities at the expense of small businesses that contribute more per earnings to taxation revenue? (Some not for profit industry groups have already done so)

· Will it mean that not for profit green groups undercut private companies involved in tree planting forcing them out of the market? ( There has already been a case of this locally with the “not for profit” Greenskills company - see attached)

· Will it mean that new companies coming into industries will deliberately set themselves up as not for profit companies to avoid their taxation obligations significantly reducing the Government’s base of taxable businesses?

Suggestions

Moving forward from that, I feel;

1. Companies wanting to set up not for profit status should have to derive a percentage of their gross income from non-commercial activities. That is, the Australian Taxation Office may say that if a company earns more that 75% of its income from commercial fee for service activities, then they are really a commercial company like any other and should be taxed accordingly.

2. Companies wanting to set up not for profit status must have to derive a higher percentage of their gross income from membership fees or donations.

3. Any deviation from the core business that received not for profit status should be treated and taxed as a normal corporate business.

4. Monies gained from not for profit activities cannot be utilised as start up capital for commercial fee for service activities.

5. A combination of the above.
I look forward to hearing your thoughts on the matter. We have to urgently consider the possibility of moving towards a  “not for profit” structure for our business to protect the substantial investment and risks the partner’s families have made if this issue is not addressed in the near future. Either that or we face the possibility of selling up and walking away from six years of hard work.

Thank you for taking the time to read over these issues. 

Yours faithfully

Tony Fitzpatrick
Managing Director
Email:  tonyfitz@iinet.net.au

