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1. Executive Summary

Universities play an important role in the delivery of charitable and community services. The West Australian universities have actively and deliberately entered into strategies to provide support for disadvantaged sectors of the community. The commitment by universities to the wider community has substantially increased on a year by year basis and it is arguable that the charitable status of universities is more appropriate today than at any other time.

Each of the West Australian universities are currently endorsed by the Australian Taxation Office as:

a) An income tax exempt charity (ITEC) as a charitable institution;

b) A deductible gift recipient (DGR) as a public university and a higher education institution within the meaning of the Employment, Education and Training Act 1988; and, 

c) A deductible gift recipient (DGR) as an approved research institute.

Under the current definitions, donors can claim most donations to universities exceeding $2 as income tax deductions. An exception might be where the donation is used for a non-education or non-research purpose (eg student recreational activity). Universities generally advise potential donors of this tax concession as an incentive for making a donation.

In effect, universities have a general charitable status and there is no obligation to determine whether the donations are made for a specific charitable purpose. There is a requirement however, that donations “be used only for those purposes which fall within the scope of the objects for which a particular organisation was established” (Taxation Ruling 95/27).

The current rules and definitions as they relate to universities are simple and present few compliance problems while retaining a large degree of certainty as to the tax deductibility of donations. However, a move in emphasis away from the general charitable status of the organisation to the individual activities undertaken by universities is likely to result in increased administration costs and a reduction in the charitable and community services provided by them.

The existing status of universities as charitable organisations is recognised in several overseas taxation jurisdictions resulting in substantial income tax concessions for courses conducted in those countries. Similarly, a number of overseas granting bodies require that an organisation be able to demonstrate charitable status as a condition of making grants. A move in emphasis to the individual activities of universities would remove the simplicity and certainty provided by the current ITEC endorsement. 

The universities are also concerned about the use of the word “entities” at paragraph 37 of the Issues Paper. The term has special meanings for GST purposes and care should be taken in applying this term in relation to the many small charitable activities undertaken by universities.

The West Australian universities take the view that the existing status of universities as charitable organisations with multiple purposes provides simplicity and certainty in fund raising and the delivery of charitable services to the community. 

2. Role of universities in the general community

Universities are no longer simply providers of education or research. Over time universities have recognised that they have a responsibility to the general community to apply their extensive resources, skills and knowledge for the benefit of the disadvantaged members of society.

In Western Australia, universities typically engage in a large number of activities that are an extension of the education or research purposes for which the organisations have been established. 

Many of these activities are undertaken as an integral part of the normal operations of teaching and research areas within the universities but may not automatically meet the definitions of education or research. As a general rule it is not possible to segregate these activities from the normal operations of the various departments and schools of the University for the purposes of determining whether they would meet the definitions of education, research or charitable activities.

The West Australian universities scrupulously ensure that where tax deductible donations are sought, all the conditions of deductibility under income tax legislation and Australian Taxation Office guidelines are met. Principally, there must be no material benefits conferred upon donors in consequence of the donations and the funds must be used for educational, research or charitable purposes. The West Australian universities take great care to ensure that fundraising which is essentially of a private or recreational nature such as student social clubs and non-educational excursions is not treated as donations subject to income tax deductibility.

Universities are multi-dimensional organisations undertaking charitable activities at a large number of levels. These activities are almost always funded through donations that are provided by way of tax deductible gifts.

Examples of community activities undertaken by West Australian Universities that may fall outside traditional educational or charities definition include:

· Access to libraries and other university facilities by senior citizens and disadvantaged persons;

· Minor health services provided by students and staff for the elderly and disadvantaged in the local communities;

· Specific fund raising to assist small groups, children’s homes, hospices etc which may not have the resources required to attract donations in their own right or to seek Australian Taxation Office endorsement as Deductible Gift Recipients;

· Community environmental projects involving the students and staff of universities volunteering their services to work in ecologically fragile locations;

· Visits by staff and students to isolated communities to provide advice and assistance in the areas of health, education and to compile stories and histories of the communities;

· Provision of access to modern technologies for young people with disabilities;

· Promotion of community harmony and active citizenship by fostering relationships between “at risk” young people and university volunteers.

Many activities are on a small scale although the overall charitable contribution by universities to the community is substantial. The West Australian universities therefore seek the support of the Committee in ensuring that the processes for obtaining income tax deductibility for donations remain simple and efficient.

3. Universities as wholly charitable not-for-profit organisations

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

As multi-dimensional organisations undertaking charitable activities at a large number of levels, the West Australian universities believe that the existing definitions of universities as charitable organisations are administratively efficient. 

Each of the West Australian universities is currently endorsed as an Eligible Deductible Gift Recipient (EDGR) and Income Tax Exempt Charity (ITEC) thus enabling them to seek donations for community and charitable activities with minimal administrative cost and effort. 

The current tests for donations are relatively simple. Universities are required to ensure that donations are made with detached and disinterested generosity (no material benefits) and are used for the purposes for which they are made. The administrative task of identifying, assessing and determining tax deductibility of individual charitable activities is minimal. The new requirements imposed by the amendments contained in A New Tax System (Tax Administration) Bill 1999 have not substantially diminished the ability of the universities to efficiently seek donations.

However, a shift in the emphasis of the charities definition away from the organisation as a whole to individual activities of the organisation will adversely impact on the West Australian universities. The following difficulties have been identified with such an approach:

· Since many of the charitable activities are undertaken as part of, or as an extension of normal operations at various levels of the universities, it would be very difficult to identify and assess them separately for the purpose of determining the tax deductibility of donations;

· The introduction of activity based definitions for charities etc would result in the necessity for the numerous fund raisers in universities to develop the skills necessary to apply the definitions;

· Many of the activities carried out by universities may not neatly fall within specific definitions of charities or education and this may lead to interpretational difficulties requiring increased advice from the Australian Taxation Office and external legal advisers;

· There would be substantial administrative costs incurred by universities if it were a requirement that individual charitable activities be endorsed by the Australian Taxation Office for income tax deductibility. Delays in obtaining advice or approval from the Australian Taxation Office would act as a disincentive to undertaking charitable and community service projects.

Because many of the charitable activities undertaken by universities are on a small scale and often initiated by dedicated individuals, any imposition of additional administrative costs or requirements are likely to result in a reduction in many of the community services provided by them. 

3.2. 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?

Universities currently have a number of dominant purposes including education and research.

Both education and research have strong ties with charitable activities and it is often difficult to determine whether activities are of an educational, research or charitable nature. Frequently an activity will satisfy a combination of purposes but not necessarily fall into any one definition.

There is a risk that an attempt to apply a sole or dominant purpose definition to an activity may result in the activity not satisfying the conditions for income tax deductibility even though the activity would meet the deductibility requirements if judged against the other purposes of the organisation.

Universities are occasionally required to demonstrate either their status as an Income Tax Exempt Charity or Eligible Deductible Gift Recipient in applications for grants. This is particularly common when applying for overseas grants where a statement from the Australian Taxation Office is required to be forwarded with the grant application. Forwarding a copy of the Australian Taxation Office ITEC endorsement with the grant application currently satisfies this requirement.

There are also substantial taxation benefits in some overseas countries in demonstrating that an organisation is an Income Tax Exempt Charity in Australia. In some instances this has resulted in a similar status being conferred on West Australian universities operating off shore. Being able to operate in an income tax-free environment in those countries provides a substantial incentive for exporting educational services.

The West Australian universities therefore support the existing use of multiple purposes in defining organisations as charities.

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

The West Australian universities see no advantages in distinguishing between commercial and non-commercial activities for the purpose of defining the meaning of charities as it applies to the university sector. 

Universities carry out a range of activities including the provision of short courses, offshore courses, sales of textbooks and course materials, printing, photocopying, laboratory hire etc. Any differentiation by legislation between these activities and the core teaching and research activities of universities would be arbitrary and result in additional administrative costs.

Whilst some activities of the universities are described as “commercial”, the proceeds of such activities are applied to the furtherance of the dominant purposes of the universities. Universities are “not-for-profit” organisations and therefore any surplus of revenue over costs accruing from “commercial” activities provides additional funding for education, research and community services. 

4. Existing definitions of charities and related organisations

The West Australian universities meet the existing common law meaning of charity in that they:

· Are non-profit bodies;

· Provide a public benefit;

· Have as a sole or dominant purpose, the advancement of education.

The existing definitions for universities are simple and are administratively efficient. The current structures provide certainty for the sector, administrators and donors.

5. Separate entities for different types of activities

Due to the devolved and complex nature of the operations of universities there is little if any scope for splitting out different types of activities into separate entities for definitional purposes. 

Universities typically consist of a number of autonomous schools and divisions each carrying out similar activities. The existing structures provide an efficient means of delivering courses and enable schools to generate funds to support their particular fields of teaching and research. It must be emphasised that much of the charitable and community service work undertaken by universities is carried out at a school level rather than at a corporate level and the existing structures provides an efficient method of delivering these services.

The establishment of separate entities for the different types of activities undertaken by universities would require a considerable restructure of existing operations. This would result in substantially increased administrative costs and an equally substantial reduction in the efficiency in the delivery of the charitable and community services provided by universities.

The West Australian universities note the use of the word “entities” in the issues listed after paragraph 37 of the Issues Paper. The term has special meanings within the Goods and Services Act and therefore caution should be used in applying this term in relation to the many charitable activities undertaken by universities.

Generally the West Australian universities have successfully implemented the GST. However, the areas of difficulty have arisen principally where it has been necessary to register some activities (particularly research) as separate GST entities. 

Each separate registration of entities has resulted in substantial ongoing administrative costs and the West Australian universities seeks the support of the Committee to ensure that the GST compliance related to their charitable activities remain as simple as possible. Currently each of the West Australian universities have one GST registration covering the bulk of their activities and therefore, there have been no additional compliance costs in relation to charitable activities.

6. Conclusion

Universities provide an important service to the general community in the areas of charitable work, health awareness, environmental care, youth and general community support. These activities are carried out extensively at all levels and universities are therefore correctly defined under current legislation as charitable organisations.

Whilst many of these activities will not fall clearly under any strict definitions, they provide a public benefit and are worthy of Commonwealth support through the provision of Income Tax deductions for donations. 

The administrative costs and effort required to assess activities individually against specific definitions would act as a disincentive for universities to carry out many of the small but important community service activities currently undertaken by them. In addition, the resources available for future community service activities will be reduced by the additional administrative costs incurred in assessing each activity individually.

The preferred position of the West Australian universities is that any definitions should be based on the multiple purposes of the organisation rather than the nature of the activity. This approach will:

· minimise administrative costs; 

· maximise the value of funds available for the purpose for which they were donated; and, 

· enable the numerous individuals and areas of the universities to confidently engage in charitable and community services with the ability to raise funds by way of tax deductible donations.

The West Australian universities consider that the existing definitions as they apply to universities provide certainty in their fundraising activities and that a shift in emphasis from the organisation to individual activities will reduce the level of charitable and community services provided by them. The West Australian universities also consider that tax deductible donations received by them are appropriately used for the purposes for which they have been made, that is, for the furtherance of education, research and for the benefit of the general community.

