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SUBMISSION TO THE
SENATE ECONOMICS REFERENCES COMMITTEE

The Structure and Distributive Effects of the Australian Taxation System
1. Introduction
CANZ is the coalition of all State and Territory licensed and registered club associations.  As such it represents approximately 3,000 Australian clubs that serve approximately 5 million members.

In this submission CANZ seeks to illustrate the role of clubs in the Australian community and highlight the importance of current income tax arrangements to club viability and community support. 
2. Importance of Clubs in Australia
Clubs provide popular venues for socialising, inexpensive forms of entertainment and are major economic contributors to local communities. There are approximately 3,900 registered and licensed clubs in Australia.  Clubs are widely dispersed, with more than half located in regional Australia.  

Clubs provide food and beverages at reasonable prices, access to sport and fitness facilities, social activities, and a venue for socialising. Certain groups in society, such as the elderly, take advantage of the reasonable prices offered by clubs, which provide a safe environment for entertainment and recreation.

Economically, clubs make an important contribution to the communities in which they are located.  As at June 2001, the Australian Bureau of Statistics recorded nearly 70,000 people being employed in clubs throughout the country.  In addition to paid employment, clubs mobilize vast numbers of volunteers to the benefit of the community. Volunteerism is recognised as one of the most important contributors to community connectedness. As an example it is estimated that in the ACT there are 600 club directors providing some 30,000 hours in annual voluntary service (ACIL, 1999). The value of this community 

service has been independently estimated to have an equivalent value approaching $4 million annually.  In NSW a recent study estimated the level of volunteerism in clubs to be around 60,000 people contributing 2.8 million hours valued at about $67.9 million (Allens Consulting Group, 2000).  It could be reasonably estimated that nationally, the Club Movement mobilizes 200,000 people who contribute nearly 8 million hours of their time to community causes. 

The not-for-profit, community-based nature of clubs means they respond to community needs rather than corporate return, and are often the source of key investment in local capital expenditures such as golf courses and bowling greens.  Without such club investment the economic and social needs of many communities, especially in regional areas, would not be met. 

3. Current Tax Treatment of Clubs

Registered and licensed clubs in Australia are considered mutual organisations.  The reasons for this are as follows:   

a) Clubs are non-profit associations.  As such, club goals are not to maximise return for shareholders.  As well, if a club is wound up, any remaining funds must be distributed to a comparable non-profit organisation or charity;

b) Clubs are comprised of members, who pay an annual membership fee.  Any surplus derived from members’ trading between themselves can be regarded as additional money invested beyond the cost of the consumed products or services and therefore as savings;

c) Club members have no property rights to their share of the common fund.  When members cease to be members they lose their right to participate as members but do not receive any financial benefit when relinquishing their membership; and

d) Club surpluses are not distributed to members as dividends.  Instead they are reinvested in the club, paid out in taxes, and distributed to the community.

Club income is subject to company tax at the prevailing rate, unless the specific provisions of the Income Tax Assessment Act 1997 (Section 50-45) exempt income generated by a club with the dominant purpose of encouraging or promoting sport, music and literature.  

Additionally, income generated from club members is subject to the principle of mutuality.  This principle is not specifically contemplated under the Income Tax Assessment Act, but rather has arisen out of the common law. Basically it holds that individuals are not the source of their own income. That is, a payment by a person to him or herself which will be used for the benefit of that person in accordance with that person’s wishes is not income of that person.  The principles behind mutuality are as relevant today as they were in 1918 when set out in The Bohemians Club v The Acting FCT (1918) 24 CLR 334, and apply not just to clubs, but also to associations and other mutual operations.

Revenue derived through the operation of clubs is applied to the benefit of club members and to that part of the community extending beyond the club membership, in accordance with the particular club’s objectives.  In practice, club operations generate either surpluses or deficits; however the articles of associations by which clubs are established prevent the distribution of surpluses to individuals. 

However, revenue derived from non-members is fully taxable under the corporate tax system, and costs reducing corporate tax liability of non-member revenues are related to non-members only.
4. Clubs versus Commercial Enterprises

Clubs differ from commercial enterprises both in structure and in focus.  Clubs are non-profit, mutual associations whose goals focus on providing goods and services to their members, not on maximising shareholder return. Clubs offer activities based on and in response to a community need.  Often they are not located in prime real estate areas as are commercial enterprises, as they prefer to locate where there is a community need that is not being fulfilled by private business. 

As members of mutual organisations, club members contribute to a common fund that is controlled by the group for the common benefit.  However, members have no property rights to their share of any surplus that may arise in the common fund.  Accordingly, surpluses are not distributed to members as dividends, but rather are reinvested in the club, paid out in taxes and distributed to community programs and charities.  When membership ceases, the ex-member loses participation rights but does not receive any financial benefit from relinquishing the membership rights.  That is, a member cannot sell a share in the assets of the club.

The question has arisen as to whether or not very large clubs, sometimes referred to as “super clubs”, should be considered mutual organisations.  Size, however, is not an appropriate basis to determine mutuality.  Mutuality is determined by the structure and goals of the organisation.  Simply because a club has a large number of members does not mean it has lost its member basis or its mutual structure.  The large size of some clubs actually enables them to provide certain high cost community services, such as major sports facilities or activities, that smaller clubs could not provide.
5. Commercial Undertakings and Taxation

Revenue derived from club dealings with members is exempt from corporate tax under the mutuality principle.  Revenue derived from non-member use of facilities is subject to corporate tax. Income earned from external investments, such as interest or dividends, is subject to corporate tax.  Commission income from such gaming activities as Keno is also fully taxable.  It is also important to note that expenses relating to revenue derived from members are not allowable deductions from corporate tax liability.

With respect to the concern for other, perhaps more commercial activities of clubs, these are taken on in response to member requests and demonstrated community need.   As an example, a motel in Katoomba, NSW, was built in response to members’ requests to address the gap in the market left unfilled by private suppliers.  The Industry Commission examined this specific issue and found that the provision of accommodation by registered clubs “increases the diversity of accommodation available to tourists. Further, the provision of accommodation by registered clubs is a means of reducing the impact of potential accommodation shortages.” (Industry Commission, 1996, “Tourism Accommodation and Training”, AGPS, p 176.)

These other activities in which clubs are sometimes involved – hairdressers, motels, gymnasiums – not only are entered in response to community need, but account for a very small proportion of club revenues.  Further, income from these activities is often subject to tax like any other business.  For example, when club-owned motels are leased to motel operators, lease income is fully taxed under the corporate tax system.
6. Potential Tax Revenue Gains from Clubs
The Productivity Commission, in its 1999 Report on Australia’s Gambling Industries, estimated that the demutualization of clubs might generate only $100m in additional tax revenue for the Commonwealth Government.  However, the Commission’s calculation is purely an accounting estimate.  It does not take account of behavioural changes of clubs which would undoubtedly occur.  Clubs would no longer be acting as non-profit associations.  Instead they would now seek to maximise shareholder return and minimise their tax liability, and this would substantially reduce the anticipated increase in tax revenues.

Finally, since any additional tax revenues would be taken from the surplus in club revenues this would have negative implications for community support. Even if the government earmarked a portion of the additional tax revenues for community programs, this would adversely affect local priority setting and community programs through the increased administration costs and a reduction in timely responses to local issues due to centralisation.

7. Conclusion
The income tax arrangements that apply to clubs are vital, particularly at a time when social and economic trends have increased the importance of the Club Movement in sustaining communities.  
In this environment, where communities are being encouraged to take greater responsibility for developing solutions to their problems, the Club Movement stands out as one of the few institutions that facilitates the development of both social and physical capital. 
It is essential that Australian governments support this vital process by maintaining current tax arrangements for clubs.
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