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Introduction1
Over two decades ago Professor Harvey Dale began the first comprehensive analysis of the U.S. tax treatment of U.S. donors and foreign charitable organisations by referring to the global “associational revolution” and the growth of an increasingly interconnected world economy.2 His description of U.S. cross-border charity was frank:
The legal – and particularly the federal tax – structure regulating such giving, however, is ancient and bizarre. It serves more to constrain than to guide or assist. It is
in great need of overhaul.3
When Professor Dale published in 1994, Netscape Navigator was the most popular browser, only a select few were using e-mail, and Google had not been founded. Since then, significant advances in communications technology, borderless social media, an increasingly
mobile workforce, particularly work tourism of young professionals, have converged with
deeply integrated global markets4 and free-trade zones, to usher in an era of “philanthropic globalization.”5 Isolated nation states are now withering in the face of globalization, but
countries that harness these forces are creating untold wealth for both the established
wealthy, and their rising middle classes. It is not only about wealth but meaningful relationships essential to philanthropy due to “the intensification of worldwide social relations
which link distant localities in such a way that local happenings are shaped by events occurring many miles away and vice versa.”6
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A philanthropic tipping point was the creation of the Bill and Melinda Gates Foundation with its funding in over 100 countries. So significant is its contribution that in 2011
the OECD included global health grants made by the Gates Foundation in its aid data, enabling comparisons with governments.7 The Gates Foundation is now the largest funder in
the global health arena outside the U.S. and U.K. governments,8 spending more annually
on global health than the World Health Organization.9 Few would quibble that there is
significant commonly understood public benefit for the U.S., even the world, in the foundation supporting the eradication of polio in India.
The contemporary philosophical narrative about philanthropy has also shifted under these globalising influences. For example, the Australian philosopher Peter Singer has
become a strong proponent of cosmopolitan ethics, arguing that regardless of proximity or
distance, “if it is in our power to prevent something bad from happening, without thereby
sacrificing anything of comparable moral importance, we ought, morally, to do it.”10 Singer takes the position that there is no moral justification for discriminating against those in
need on geographical grounds.11 His solution to alleviating world poverty requires that affluent individuals send a substantial amount of their income to organisations which operate internationally.12
[W]e can all save lives of people, both children and adults, who would otherwise
die, and we can do so at a very small cost to us: the cost of a new CD, a shirt or a
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night out at a restaurant or concert, can mean the difference between life and death
to more than one person somewhere in the world – and overseas aid agencies like
Oxfam overcome the problem of acting at a distance.13
The world has moved on since 1994, and will continue to do so rapidly, but policies on the fiscal treatment of cross-border charity in significant donor nations appear to
have very patchy development, given the significant globalisation occurring. Many reasons
are advanced to restrict cross-border charity, including the risk of money laundering and
the financing of terrorism, but other policy levers are available to address such mischief, as
the situation in Europe demonstrates.
To aid the panel discussion, the paper first reviews how cross-border charity fiscal
restrictions have been justified in different jurisdictions. For analytical clarity, charitable
activities and philanthropic donations flowing across borders are divided into four inbound and outboard classifications. The reasons for fiscal restrictions are then identified
under each classification. A brief summary of academic and judicial counter arguments to
these positions follow. Special attention is paid to the jurisdictions of the European Union
(EU), where, since 2006 there has been significant judicial re-evaluation of cross-border
philanthropy, leading to divergent approaches, ranging from complete repeal of any donation tax concessions to significantly facilitative arrangements with relatively few barriers.
Brief coverage is also given to the application of tax credits in double taxation alleviation
schemes, which can have implications for the flow of philanthropic tax concessions.
The paper then turns to an in-depth consideration of the fiscal treatment of Australian cross-border charity. The Australian fiscal constraints on cross-border charity are regarded as strict, and are about to be made even stricter.14 The history of fiscal regulation of
cross-border charity in Australia is canvassed, from federation to the latest proposed reforms which are yet to be put before Parliament. Australian fiscal regulation is characterised by an excessive number of special classifications of tax concession entities, each with
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its own unique qualifying conditions; and this is also a feature of the fiscal regulation of
cross-border charity.15 Finally, the effectiveness of the oversight is examined. Whilst significant scrutiny occurs at the registration stage, light touch self-regulation is relied upon
thereafter, and the efficacy of this approach is questionable.
How the Fiscal Restrictions on Cross-Border Charity Are Justified
Most jurisdictions intentionally encourage the creation and operation of nonprofit
organisations and the giving of volunteer time, money and goods to such organisations, by
enabling taxation concessions within their jurisdictions, for individuals and corporations.
The tax concessions often take the form of relief from income tax, a deduction or credit
for donations made to specified organisations which pursue objects for the public benefit
(however defined), and concessions from various other taxes such as value added taxes,
inheritance, wealth, capital and gift imposts. These concessions are administered by the
fiscal authority in each jurisdiction, sometimes joined by independent charity regulators
such as those operating in England and Wales, Scotland, Singapore, New Zealand and
Australia. The policy reasons for these concessions are not uniform – some are unstated,
and some result from political compromise without any discernible rational policy basis.
There are many academic theories seeking to make sense of the current state of affairs and
guide future reform.16
Several leading jurisdictions did not address the issue of cross-border activities or
philanthropy when introducing taxation concessions. In 1891, the judges in Pemsel’s case,
relied upon across all commonwealth jurisdictions, found nothing amiss with a trust to advance “the missionary establishments among heathen nations”17 in the context of a U.K.wide taxing statute. In the U.S. prior to 1938 there was no geographical limitation for individual donations.18 In Australia, it was not until 1997 that restrictive cross-border provi-

15

For example, while churches and schools may be income tax exempt, often it is only small, discrete parts
of these entities which receive tax deductible donations; this is quite different from the fiscal concessions
framework in the U.S. and elsewhere.
16
Ibid.
17
Commissioners for the Special Purposes of Income Tax v Pemsel [1891] AC 531.
18
Dale, Harvey. 1994. “Foreign charities.” Tax Lawyer 48: 655–704, p. 660.

4

sions were introduced into the Income Tax Assessment Act 1936 (ITAA 1936) for tax exempt organisations. 19
Justifications for geographical limitations on cross-border charitable activities and
philanthropic donations that appeared later in these jurisdictions differ depending on the
type of concession and the situation. Cross-border charity and philanthropy have been
treated by scholars20 as being divided into four primary types of transactions: outbound
charity; outbound philanthropy; inbound charity; and inbound philanthropy.
OUTBOUND
1. Outbound charity
Description: An organisation with taxation concessions operates outside the jurisdiction of the fisc to fulfil its purpose in whole or part, using those concessions to
do so in whole or part.
Restriction rationale: (a) These activities are of no public benefit to the jurisdiction,
and (b) to restrict tax abusive behaviour.
2. Outbound philanthropy
Description: A donor (individual, nonprofit or business corporate) remits grants
outside the jurisdiction of the fisc and receives taxation concessions.
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Restriction rationale: (a) There is no public benefit in subsidising gifts to those outside the jurisdiction, and (b) the grant recipient is not subject to the control of the
fisc or others within the jurisdiction.
In the U.S., the government’s rationale for restricting tax concessions was expressed in
1938 as:
The exemption from taxation of money and property devoted to charitable and
other purposes is based upon the theory that the Government is compensated for
the loss of revenue by its relief from financial burden which would otherwise have
to be met by appropriations from public funds, and the benefits resulting from
promotion of the general welfare. The United States derives no such benefit from
gifts to foreign institutions, and the proposed limitation is consistent with the above
theory.21
In Germany, the rationale was stated in 1987 as:
Donations to a foreign foundation are not deductible for income tax purposes because provisions of the Tax Code do not apply to foreign foundations and because
domestic tax offices may not, for legal and factual reasons, examine the activities of
foreign foundations. Further, it would not be possible to impose sanctions in the
event that it should turn out, subsequently, that the assets which are donated have
not been used properly.22
In Austria the rationale was given in 2011 as:
An extension of ...deductibility to institutions established in Member States other
than the Republic of Austria...would have the consequence that part of the gifts in
question...would benefit institutions which pursue objectives that are not in the interest of the Republic of Austria, which would reduce correspondingly the means of
institutions established in that Member State.23
In Australia, the rationale, as expressed recently in respect of income tax exemption, is:
to address international tax avoidance arrangements which used charitable trusts
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and certain other not-for-profit (or non-profit) organisations to shift funds overseas
to avoid Australian taxation.24
And in respect of tax deductibility:
Ignoring minor overseas activities, the policy intent of the ‘in Australia’ special
conditions was only to allow a charity to be able to pass funds to an overseas charity that was endorsed as a deductible gift recipient (operating a developing or developed country relief fund), or an entity specifically prescribed in the regulations.25
There have been counter-challenges by commentators and the judiciary to the fiscal
rationales against outbound charity and outbound philanthropy. In the U.S., doubt is cast
upon the philosophy of this bargain given that religious activities are included which are
not quid pro quo, and there appears to be a logical disconnection between denying the deduction on the basis of where the donee is organised, but permitting it for funds to be expended outside the jurisdiction by organisations within the jurisdictions.26
Generally, narrow definitions of public benefit (in a public policy sense) are being
used, without proper quantification, in that a wider cost–benefit analysis will generally
show demonstrable public benefits accruing to the donor country from alleviating poverty,
promoting education, and culture in other countries.27 One of the few attempts to calculate the direct and indirect costs is the Feasibility Study on a European Foundation Statute
– Final Report which noted:
The calculable cost of barriers against cross-border activities of European foundations ranges from an estimated €90,000,000 to €101,700,000 per year. Additionally, there are incalculable costs (costs of foundation seat transfer, costs of reduplication, psychological costs, costs of failure, etc.) which are certainly higher. 28
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Evaluations of the cost to the fisc of cross-border charity, using the concept of tax
expenditures,29 which is adopted around the world as a method of shining a light on subsidies in the form of tax concessions, are scant.30 A 2010 OECD comparison of twenty
countries’ tax expenditures indicated that thirteen measured and disclosed donations or
gifts, but none were disaggregated to the level of cross-border tax concessions.31 Even if
such expenditures were significant, one must still deal with Andrews’s criticism of donation deductible concessions being included in the calculation of tax expenditures.32
Common law judges have had little difficulty in finding public benefit in relation to
activities pursued outside the jurisdiction or supervision of foreign activities, even in the
earliest of charity cases.33 Issues such as lack of direct or indirect public benefit to the local
jurisdiction34 or the inability of the Attorney-General to supervise such charities in a foreign jurisdiction35 have also been brushed aside in many cases since 1891. Common law
judges have drawn the line, as expected, at purposes “inimical to the interests of the local
community or contrary to local public policy.”36 European judges have also had the opportunity to examine government rationales for stifling cross-border philanthropy. Although
member states retain control of direct taxation37 they must exercise this control consistently with Community law, which includes the four fundamental freedoms of the European
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Union.38 Outgoing philanthropy was classified by the judiciary as movement of capital, and
any restrictive or discriminatory regulations of such movement would only be permitted if
justified. To be justified the restriction on free movement must be proportionate to a permissible goal such as reasons of public policy, public security, public health or fiscal cohesion of a community member’s tax system. It appears that domestic fiscal formalities such
as tax substantiation will be permissible within bounds.39 None of the arguments put to the
court in support of their restrictions have been found permissible, although, as discussed
shortly, others have arisen which are yet to be tested.
Koele sums up the arguments of German, Spanish, Irish and U.K. governments in
one of the early outgoing philanthropy cases as:
[G]overnments pointed out that gifts to domestic bodies and gifts in favour of bodies established in other Member States are not comparable in the sense that the
Member States concerned (1) may apply different concepts of benevolence, as well
as different requirements for a recognition of acts of benevolence; and (2) they are
not in a position to monitor compliance with the requirements they impose other
than in relation to national bodies. The German, Spanish and French governments
added that if a Member State abstains from levying certain taxes by exempting gifts
made for the benefit of charitable responsibilities that it would otherwise have to
fulfil itself using tax revenues.40
The ECJ clearly rejects the subsidy theory saying:
Whilst it is lawful for a Member State to restrict the grant of tax advantages to bodies pursuing certain of its charitable purposes, a Member State cannot however restrict the benefit of such advantages only to bodies established in that State whose
activities are thus capable of absolving it of some of its responsibilities.41
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And Koele concludes in a summary of the recent decisions that:
No conceptual arguments were found to support or explain the existence of landlocked tax provisions: the landlocking is not based on conceptual differences regarding the notion of and the functioning of philanthropic organisations.42
The series of judicial decisions left three courses of action for members of the EU:
to exempt all nonprofit organisations from European Free Trade Association (EFTA);43 to
exempt all, but with conditions proportionate to permissible public policy goals; or deny
taxation concessions to their domestic nonprofit organisations. There is a spectrum of responses. At one end, Hungary no longer provides any tax incentives for charitable giving.
At the other end are Ireland, the Netherlands and Sweden which allow deductions for donations to organisations in selected countries beyond the EEA.44 At other points on the
continuum are France, with conditions including that donations be for activities that “benefit France;” and Germany, where donations must be “suitable for upholding Germany’s
international reputation.”45 The U.K. amended its provisions for charities eligible for donation deductibility status backdated to the Persche ECJ decision,46 requiring preliminary
registration of all foreign charities. Under schedule 6 of the Finance Act an organisation
must:


be established for exclusively charitable purposes (as defined in English law);



meet the jurisdiction condition, i.e. be subject to the control of a U.K. court in the
exercise of its jurisdiction with respect to charities, or the equivalent under the law
of a relevant EEA jurisdiction;



meet the registration condition by complying with any requirement to be registered
as a charity in the relevant EEA jurisdiction; and
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satisfy the management condition, which requires that its managers are fit and
proper persons.47
The last condition is a new concept for the U.K. and allows HM Revenue and Cus-

toms (HMRC) to determine charity status on the propriety or otherwise of one or more
individuals associated with that organisation, to protect the fisc from potential tax abusive
behaviour.
Outbound cross-border philanthropy has attracted the most attention by the fisc as
it seeks to constrict the benefits of the taxation concession, which donations attract, to the
geographical jurisdiction; or failing that to have regulatory control over the organisation
applying the donations beyond the borders. The situation which is still evolving in the EU
after a series of judicial decisions shows a way forward for others, and appears not to have
led to a massive leakage in countries’ taxation revenue or uncontrollable taxation abuse.
INBOUND
3. Inbound charity
Description: An organisation established in and with taxation concessions from another fisc fulfils its purpose (in whole or part) within the fisc by doing activities geographically within that fisc.
Restriction rationale: (a) There is no public benefit in subsidising activities of the
organisation that may not be wholly within the fisc, and (b) the organisation is not
subject to the control of the fisc or others within the jurisdiction.
4. Inbound philanthropy
Description: A donor with taxation concessions from another fisc fulfils its purpose
within the fisc by making grants to others geographically within that fisc.

47
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Restriction rationale: (a) There is no public benefit in subsidising activities of the
organisation that may not be wholly within the fisc, and (b) the organisation is not
subject to the control of the fisc or others within the jurisdiction.
In relation to inbound charity and inbound philanthropy, it is possible to accept the
regulation of other jurisdictions if it meets the approval of the inbound jurisdiction and
provides sufficient benefit outside the narrow fiscal definition of public benefit as discussed above. For example in the Netherlands the rationale is expressed as:
It is not required that a deductible gift indirectly serve a Dutch purpose, as under
current law, gifts to domestic philanthropic organisations may be used by the latter
for entirely foreign causes.48
Inbound charity and philanthropy fiscal objections are relatively minor and make
way for higher order issues such as interference in the culture or with the position of local
power elites which may give rise to social and political instability. Fiscal tools such as import duties, restriction of inward cash movements and requirements to register for taxation combined with administratively burdensome conditions to do so, are often used to
implement these policies.49
For many countries with stable social and political environments, incoming crossborder philanthropy is a fiscal advantage as it relieves the state of some responsibility for
provision of public benefit services and infrastructure. For example, charitable funds can
flow into Australia without restriction.50 The Foundation Center database in the U.S.
shows that for the three years to 2013, 111 U.S. foundations made 1,187 grants worth
over US$362 million to Australian organisations for medical research infrastructure, medical research, education and relief of poverty projects.51 However, foreign charitable organ48
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isations undertaking charitable activities within Australia are required to register with corporate and taxation agencies, as would any foreign corporation, with no special barriers.52
Australia is regularly assessed by the World Bank as being within the top dozen low regulation nations for business commencement and ease of doing business.53 If foreign charitable
organisations seek tax concessions for their donors for work outside the jurisdiction, or
use Australian income for their purposes outside Australia, there may be difficulties if they
do not fall readily into one of the exempt categories.
A range of possible structural reforms to achieve better cross-border charity have
been suggested, for example:


Reform of individual jurisdictions’ laws in relation to such matters to mitigate the
barriers to cross-border charity and philanthropy, much of which is concerned with
developing new rationales for tax concessions generally for such activities;54



Harmonisation of laws concerning public benefit and a minimal acceptable level of
regulatory assurance over the activities of organisations;55



Agreed cross-border activities of international benefit recognised by jurisdictions as
worthy of taxation concessions;56
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Cross-border philanthropic entities such as The European Foundation;57



Spontaneous Tax Coordination;58



Bilateral tax treaties which might take the form of special nonprofit treaties, or
provisions in existing treaties in relation to non-discrimination;59



Inserting provisions into OECD or UN model multilateral tax treaties;



Provision within existing unions such as the European Union;60



Formation of common charitable zones.61
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There is a fifth type of transaction where a donor has income derived from more
than one jurisdiction:
5. Multiple sources of income under the credit method of dealing with double taxation
Description: A donor has income from two or more jurisdictions where the credit
method is used for dealing with double taxation and a donation is made in one jurisdiction. Under this method, if the donation is made to an organisation established in the first jurisdiction, the deduction will reduce the tax liability in that first
jurisdiction, and in consequence will reduce the amount of the foreign tax credit
against the tax liability in the second jurisdiction and thus increase the liability to
tax in the second jurisdiction.
Restriction rationale: This issue arises as the gift deduction is not recognised as a
deduction occurred in the earning of taxable income.
History of Cross-Border Charity in Australia
Income Tax Exemption
As discussed above, the English common law of charity has had relatively little difficulty in finding public benefit in charitable objects achieved outside the supervising jurisdiction.62 Garton notes that Australian judicial authority seems to have gone further than
that in England, not requiring any connection with home jurisdiction benefits63 for example in finding public benefit in the relief of distress in Europe,64 advancement of education
in Germany,65 healthcare in Greece,66 settlement of Jews in Israel,67 and a musical competition in Austria.68
Income tax was first imposed in Australia by state governments in the 1880s.69
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Charitable organisations were exempt from income tax in Australia in the first comprehensive state income tax legislation, introduced by South Australia in 1884,70 and remain so
under the current Commonwealth Income Tax Assessment Act 1997 (ITAA 1997).71 The
initial exemption can be explained by Australia’s English legal heritage – the English tax
legislation served as a model. Before responsible government was conferred on the Australian colonies, government revenue was collected through indirect taxes such as tariffs,
excises and land sales. South Australia’s Taxation Act 1884 was a desperate measure to
raise revenue, given the reduced income from indirect taxes caused by a serious economic
recession. Most states followed South Australia’s example to overcome similar difficulties.72 The first income tax acts contained exemptions for certain nonprofit organisations.
For example, Queensland exempted religious, charitable, and educational institutions of a
public character, trades unions, friendly societies, and other societies and institutions not
carrying on business for purposes of profit or gain.73 Similar provisions were common in
the other states.74 When the Commonwealth levied income tax, the exemptions were
largely copied.75 There was no specific mention of cross-border activities.
The High Court case of The University of Birmingham v Federal Commissioner of
Taxation76 established that the income tax exemption provisions were not limited to Australian organisations carrying on operations in Australia, but extended to organisations
that carried on their operations outside Australia. In that case, the two taxpayers were
corporate bodies established in Great Britain for charitable purposes and carried on no activities in Australia, but derived income from Australia. The Australian Taxation Office
(ATO) argued that the benefit of the exemption was limited by the Act to such institutions
70
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71
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which are institutions “in Australia” or at least to such institutions which carry on some
form of activity or operate in some way in Australia. The court found that “the natural
reading of the provision is that it extends to all taxpayers, independently of their place of
residence or activity, who fall under the description it contains.”77
In 1987, the House of Representatives Standing Committee on Finance and Public
Administration investigated tax avoidance through international profit shifting and abuse
of the withholding tax provisions. The Committee published three reports from its deliberations with the final report, Follow the Yellow Brick Road, released in 1991.78 The committee received evidence from a member of the public that tax exempt charities were making distributions to overseas charitable trusts. The distributions found their way back to
the donor through a deposit to the donor’s international bank account or to the donor’s
international credit card.79 The ATO gave evidence to the committee that it did not have
any evidence of significant abuse involving charities and further indicated that it had conducted extensive inquiries into two overseas charitable bodies which had received significant income from Australian trusts.80 No evidence could be found that these were anything
else but genuine gifts. The Taxation Institute of Australia also appeared before the committee and confirmed that it was not aware of such schemes.81 However, in its final report,
the Committee recommended legislative controls as:
The introduction of this measure would signal to those who consider that such tax
avoidance arrangements are still effective the clear intention of the Parliament to
eradicate the potential for tax avoidance hidden within the guise of donations to
overseas charities.82
Immediately prior to the Federal election in November 1995, the ATO drew to the
attention of the Labor Government certain tax avoidance strategies which enabled high
wealth individuals to enjoy lavish lifestyles, while paying little or no tax. In February
77
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1996, the Labor Treasurer forecast changes to the taxation regime to prevent the abuse of
Australian charitable trusts and overseas organisations to disguise benefits provided by
family trusts to family members. However, the Government stated
these are not techniques which are practised by the overwhelming majority of trusts
operated by and for Australians. Trusts provide an appropriate structure to meet a
range of legitimate needs as for charities, educational and non-profit organisations,
deceased estates, a variety of family purposes, and for solicitors and other professionals. The Government will not interfere with these arrangements. The Government undertakes that the measures it will adopt will ensure that activities not involving tax avoidance are not adversely affected.83
The ATO in an answer to Senate Committee questioning some years later indicated
that abuse occurred through ‘channelling’ which was explained as
A deductible gift recipient is approached by an organisation that is seeking to raise
funds. The organisation has potential donors but they will not give unless they
claim tax deductions for their gifts. The organisation arranges with the deductible
gift recipient for the gifts to be made to it. The deductible gift recipient gives gift
receipts to the donors. It then passes on the donations substantially to the organisation.84
On Budget night 1996, the newly elected Treasurer in a press release included not
only the taxation reform of trusts, but the removal “of the tax exempt status for certain
organisations located overseas, irrespective of whether they are subject to tax in their
home country.”85 The Treasurer further announced that “the measure will not impact on
any entity which is a resident for Australian tax purposes” and the government would consult widely to “ensure that bona fide charitable organisations are not detrimentally affected.”86 This culminated in a 1997 Bill introducing amendments to the “in Australia” provisions in the Income Tax Assessment Act 1936 (ITAA 1936) for tax exempt organisations.87
The Explanatory Memorandum gave no reason for the restrictions other than potential
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tax avoidance by charitable trusts. It however extended to charities generally in relation to
their income tax exemption but no reasons were given for the provisions.88
The result of the amendments was to remove the exemption for certain organisations located offshore and for those organisations not incurring their expenditure and pursuing their objectives principally in Australia.89 Until this time there had been no geographic restrictions on the activities of income tax exempt entities.
Because the Bill provided that, for an organisation to remain income tax exempt it
must have a “physical presence” in Australia or be “located” in Australia, the Explanatory
Memorandum addressed the meaning of the phrase “in Australia.”90 It stated that because
the terms “physical presence” and “located” were not defined in the legislation, their ordinary or everyday meaning should be used.91 It also provided a detailed description for
each:
In the case of “physical presence” a broad interpretation is to be adopted – all that
is required is for an organisation to operate through a division, sub-division or the
like in Australia. The structure of the organisation is immaterial as is whether it
has its central management and control or principal place of residence in Australia. On the other hand, the term would not apply where an organisation merely
operates through an agent based in Australia. A much narrower meaning is intended in relation to the term “located”. A mere physical presence will not be sufficient to satisfy this requirement although it will not be necessary for an organisation to be a resident for income tax purposes. A separate centre of operations such
as a branch would fall within the meaning of this term.92
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The broad definition of “physical presence” requires minimal Australian operations,
in accordance with its ordinary meaning. The narrower definition of “located” still does
not require that the central operations or control of the entity be in Australia, so long as
the entity sets up a branch in Australia, again, in keeping with the everyday meaning of the
term. These definitions clearly do not place any limitations on the geographical scope of
the Australian entity’s operations, activities or beneficiaries and thereby confirm that the
meaning of “in Australia” is to be taken from its ordinary meaning – being physically located in Australia, nothing more.
The courts dealt with this legislation some time later culminating in the High Court
case, Commissioner of Taxation v Word Investments Ltd,93 (Word Investments) a landmark
case which enshrined the destination of profits test for income tax exemption. The applicant (Word Investments), which operated a series of businesses as a fundraising arm, distributed funds to an Australian charity conducting missionary work overseas. A majority of
the High Court94 determined that Word Investments met the “in Australia” requirements
for income tax exemption pursuant to section 50-50(a) of the ITAA 199795 as it had a
physical presence in Australia, incurred its expenditure and pursued its objectives principally in Australia; the decisions to pay were made in Australia, the payments were made in
Australia to Australian organisations and Word’s objectives included providing financial
assistance to those organisations.96 In reaching its conclusion the majority examined the
“in Australia” test in section 50-50(a) as it applied to Word’s role as a charitable intermediary, finding:
Section 50-50(a) does not impose a prohibition on distributing to other charitable
institutions. Nor does it require the money, when ultimately expended by Wycliffe
and the other institutions, to be expended in Australia. Section 50-50(a) could
have imposed a requirement of that latter kind, but it did not. It only imposed a
requirement that Word incur its expenditure and pursue its objectives principally
in Australia – not that Wycliffe and the other institutions do so. No doubt the ul93
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timate benefit to charity which Word causes is effected by Wycliffe indirectly and
to some extent outside Australia, not directly and in Australia: but s 50-50(a)
draws no distinction between direct and indirect effects.97
As a result, the “in Australia” test in section 50-50(a) is confined to “the place
where the relevant conduct occurs, not to that where the ultimate purpose of that conduct
is given effect, or its objective realised, by a donee’s actual use of the money it receives.”98
In his dissenting opinion, Kirby J found this to be an “erroneous reading” of the “in
Australia” requirement.99 While His Honour agreed with the majority that Word had a
physical presence in Australia, he believed that the majority took “a narrow view of what
is involved in Word’s incurring its expenditure and pursuing its objectives within Australia”, noting that the majority’s approach “sees no difficulty in the fact that the destination
of the income that is subject to the tax exemption is (and always was intended to be) principally outside Australia.”100 Kirby J’s conclusion, that he deemed “fatal to Word’s case,”
was that in so far as Word pursued any charitable objectives, the fact that it did so principally outside Australia meant that it was not entitled to exemption.101
The academic discourse on the Word Investments decision has largely ignored
cross-border issues, with commentators instead focused on the issue of whether tax exempt entities can and should engage in commercial activities for profit.102 One commenta97
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tor has connected these two issues, describing them as the “commercialisation” and “globalisation” of charity, in a chapter addressing “how Australian income tax law should treat
commercial profits of charities and how it should establish the eligibility for tax concessions for charities operating abroad and for donations abroad.”103
The policy position on income tax exemption for cross-border charity began on the
basis of there being no special provisions in relation to cross-border activities. The late
1980s saw some political attention raised in the context of tax abuse through charitable
funds. Almost a decade later the income tax law was amended to give effect to a blanket
prohibition on income tax exemption for those organisations that did not have an Australian physical presence or incur over fifty per cent of their expenditure or carry out their
objects in Australia. There were specific exceptions to this blanket prohibition for organisations which traditionally operated across borders, such as aid and development organisations. There is no record of any significant ATO policing in this area until it was highlighted as a collateral issue in the Word Investments case. Reform of income tax exemption
provisions to reverse the Word Investments decision in relation to cross-border activities
has been proposed, but is yet to become law. The reforms are discussed below, after an
examination of cross-border gift deductibility.
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Gift deductibility
Gift deductibility first appeared in Australian legislation after federation in two Victorian statutes, the Income Tax Act 1907 (Vic) and the Administration and Probate Duties
Act 1907 (Vic), which provided for deductions for gifts to certain institutions situated
within Victoria.104 The restriction was a last minute amendment to the Bill by the Premier
and was not discussed in the debate.105 To this day philanthropic trusts established under
this regime are prohibited from making grants to organisations outside the borders of Victoria.
The financial requirements of Australia’s participation in World War I necessitated
the enactment of the first Commonwealth legislation introducing personal income tax,106
the Income Tax Assessment Act 1915 (ITAA 1915).107 The ITAA 1915 contained the first
federal gift deductibility provision in section 18(h), which provides tax deductibility for
gifts over £20 to charitable institutions in Australia:108
18. In calculating the taxable income of a taxpayer the total income derived by the
taxpayer from all sources in Australia shall be taken as a basis, and from it there
shall be deducted—(h) gifts exceeding Twenty pounds each to public charitable
104
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institutions in Australia and contributions exceeding Five pounds in the aggregate
in respect of each object of contribution made during the continuance of the present war to any public fund established in any part of the King's Dominions or in
any country in alliance with Great Britain for any purpose connected with the
present war: Provided that payments shall not be allowable as deductions under
this paragraph unless verified to the satisfaction of the Commissioner.109
Section 18(h) appears to be based on the earlier Victorian provisions requiring that
the charitable institution be “situate within Victoria,”110 indicating a geographic restriction
based on the physical location of the institution. As well as providing a deduction for gifts
to charitable institutions in Australia, section 18(h) of the ITAA 1915 also provides a deduction for contributions over £5 to public funds overseas, specifically connected to the
British effort in World War I. It is interesting to note that, while the original draft of section 18(h) in the Income Tax Assessment Bill 1915 restricted tax deductibility for contributions to public funds connected to the war effort to “any public fund established in Australia,”111 the Attorney General amended it to replace Australia with the King's Dominions
and Great Britain’s allies in the war.112 The provision as conceived by the Attorney General
did not include the domestic gift deduction for gifts over £20; it only provided a deduction for international contributions. The Senate amended the Bill and returned it to the
House with both the domestic gift deduction and the international contributions, and both
were included in the Act.113 Clearly, from its inception, there have been differences of
opinion as to the geographic parameters of gift deductibility in Australia.
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The Income Tax Assessment Act 1922 (ITAA 1922) altered the gift deduction provision, section 23(h), and reduced the gift threshold to £5.114 Also, given that Word War I
had ended, there was no longer a need to reference donations to public funds overseas for
purposes connected with the war.115 Instead, the ITAA 1922 specifically included contributions to the Department of Repatriation116 and continued to restrict tax deductibility to
gifts to public charitable institutions “in Australia.”117
A second Royal Commission on Taxation was established in 1932 and in relation to
deductible gifts was primarily concerned with the parameters of the concession, including
whether it should be restricted to charitable institutions carrying on their functions within
the jurisdiction of the taxing authority. In its final report in 1934, the Commission recommended “that a deduction be allowed for gifts of one pound and upwards made during
the year of income to charitable institutions which carry on their functions within the jurisdiction of the taxing authority.”118 In this event, “the Commonwealth would allow deductions to a charitable institution in Australia, and each State would allow donations to
similar institutions within the State.”119 This language is consistent with the legislative history that “in Australia” is referring to the location of a charitable institution.
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This issue was raised at the Conference of Commonwealth and State Commissioners of Taxation to discuss recommendations of the Royal Commission.120 During the discussion, the question was raised whether the words “in the state” in the New South Wales
(NSW) gift deductibility provision was intended to cover contributions to “funds raised in
other countries,” such as the case of an earthquake in Japan, or whether the fund must be
a state fund.121 The Commonwealth Commissioner for Taxation responded that the federal law only covered charitable institutions “in Australia.”122 This indicates that donations
to a fund located overseas would not be covered by the deduction provisions, but that donations to a fund located in Australia would be. This is again consistent with the existing
view that it is the location of the institution receiving the funds which is important, not the
final beneficiary of those funds.
The ITAA 1936 enacted section 78 which contained a list of the types of organisations (not necessarily charities) that would be entitled to tax deductible donations and specific deductible gift recipients, many of which remain on the list today.123 The Explanatory
Memorandum said little about the “in Australia” provisions.124 Section 78 grew considera120
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with a public university, or established by the Commonwealth; and (vii) a public fund established and maintained for providing money for the construction or maintenance of a public memorial relating to the war
which commenced on the fourth day of August, One thousand nine hundred and fourteen.
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The only mention of the phrase “in Australia” in the Explanatory Memorandum to the ITAA 1936 was to
note its inclusion in subsection 78(1)(iii) for deductions for the relief of persons in Australia who are in necessitous circumstances “to make the intention of the law clear”; see Explanatory Memorandum, Bill to
Consolidate and Amend the Income Tax Assessment Act 1922-1934 (Cth) p. 81.
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bly over the years, reflecting both the growth of the charity sector and the perception of
its importance.125 In the ITAA 1997 the long lists of deductible purposes and organisations
were categorised into subject areas placed into Division 30.126 Unlike other comparable
jurisdictions, not all charities or even a coherent sub-set of charities received deductible
gift recipient status.
Under Division 30, the gift deductibility provisions are extensive and detailed. Australian residents can deduct from their taxable income the value of donations of $2 or
more made to a fund or organisation that is endorsed by the ATO as a Deductible Gift Recipient (DGR) or listed by name in the ITAA 1997 as a DGR. To be eligible for DGR endorsement by the ATO, an organisation must satisfy a number of conditions,127 one of the
most critical being that the organisation must be in Australia.128 The “in Australia” requirements for DGR status are interpreted strictly by the ATO. In its public ruling on Public Benevolent Institutions (a class of DGR) the ATO sets out the “in Australia” special
conditions:
129. To be in Australia a public benevolent institution must be established, controlled, maintained and operated in Australia and its benevolent purposes must be
in Australia. Because the purpose of public benevolent institutions is to provide direct relief to persons in need, this will mean that relief will be provided to people
located in Australia.
130. However, we accept that where a public benevolent institution conducts an
activity outside Australia that is merely incidental to providing relief in Australia, or
is insignificant, it will not disqualify the institution from endorsement. For exam125

See Chia, J., and O’Connell, A. 2011. Charitable treatment? A short history of the taxation of charities in
Australia’ Research Paper, Melbourne: Melbourne Law School, pp. 23-24, noting that growth in the Australian arts and scientific communities were particularly significant during this period, as reflected in the legislation. In the arts, the Australian Elizabethan Theatre Trust, National Trust of Australia, the Sydney Opera
House Appeal Fund, the Sidney Myer Music Bowl, and the Art Gallery Society of NSW were specifically
listed in the legislation in the 1950s. In the sciences, research into disease received recognition in 1924, and
in 1946 special provision was made for scientific research, broadly defined. In addition, organisations such
as the Australian Academy of Science and the Australian and New Zealand Association for the Advancement
of Science, as well as various medical colleges and scientific foundations were specifically listed in the 1950s
and 1960s.
126
Other than s 78A of the ITAA 1936. Division 30 of the ITAA 1997 applies to gifts made in 1997–98 and
subsequent years of income. See Income Tax (Transitional Provisions) Act 1997 (Cth) s. 30-1.
127
See ITAA, Subdiv. 30-BA.
128
The “in Australia” requirements for DGR endorsement are set out in s. 30-15 of the ITAA 1997 under
‘Special Conditions’, which include that “the fund, authority or institution must be in Australia”.
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ple, if a public benevolent institution provides medical assistance to children in Australia with a particular disability but, to a minor extent, it also brings children from
other countries to receive treatment in Australia, it still meets this condition for endorsement.129
The practical consequences of the “in Australia” requirements are that donations by
Australian taxpayers made directly to an organisation outside Australia are never tax deductible. Donations made to an Australian DGR that uses the gift for its own programs
outside Australia are also not tax deductible unless its activities outside Australia are
“merely incidental,”130 fall within the Hunger Projects facts131 or the organisation obtained
its DGR status pursuant to one of the exceptions to the in Australia requirement. There
are five such exceptions dispersed throughout Division 30 of the ITAA 1997, which provide scope for DGRs that are established and administered in Australia to pursue their
purposes and have their beneficiaries overseas.132 The exceptions are:


overseas aid funds;



developed country disaster relief funds;



scholarship funds;



public funds on the Register of Environmental Organisations; and



DGRs specifically listed by name in the ITAA 1997 under the category of International Affairs.133
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Australian Taxation Office. 2003. Income Tax and Fringe Benefits Tax: Public Benevolent Institutions, TR
2003/5, paras 129–131, p. 31. Note that the recent case of Commissioner of Taxation v Hunger Project Australia [2014] FCAFC 69, decided that the ATO view about “direct relief” was incorrect and that fundraising
proceeds to be given to others to relieve the poor did satisfy the directness test.
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Ibid, para. 130, p. 31 (“For example, if a [DGR] provides medical assistance to children in Australia with
a particular disability but, to a minor extent, it also brings children from other countries to receive treatment
in Australia, it still meets this condition.”).
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Commissioner of Taxation v Hunger Project Australia [2014] FCAFC 69. See footnote 140 below, and
accompanying text.
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Australian Taxation Office. 1995. Income tax: Overseas aid gift deduction scheme, TR 95/2, p. 1 para. 1.
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Overseas aid funds s. 30.85; developed country disaster relief funds s. 30.86; scholarships s. 30.37; environmental organisations s. 30.55; and DGRs listed in the tax law under International Affairs s. 30.80. The In
Australia Bill 2012 proposed listing the exceptions to the “in Australia” requirements in one provision, s. 3018(3) of the ITAA 1997. The In Australia Bill 2012, cl. 23, had proposed a new exception of “prescribed
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Overseas Aid Funds
Organisations undertaking relief and/or development work outside Australia can apply to establish an overseas aid fund under the Overseas Aid Gift Deduction Scheme
(OAGDS) administered by the Australian Agency for International Development (AusAID).
If the application is successful, the organisation can then apply to the ATO to be endorsed
as a DGR under the general category of developing country relief fund.134 Overseas aid
funds and developing country relief funds are provided for in Subdivision 30-B of the
ITAA 1997 under the category of international affairs.135 They were first introduced in the
ITAA 1936 through the Income Tax Law Amendment Bill 1981 (Cth). The government
has stated that this exception to the “in Australia” requirements is “in recognition that although some organisations are not operating in Australia, it is considered that they nonetheless further Australia’s overseas aid objectives and therefore contribute to Australia’s
broad public benefit.”136 There are four requirements that must be met to be an overseas
aid fund. It must be:
(1) a public fund;
(2) a charity registered with the ACNC or operated by such a charity;
(3) established by an organisation declared by the Minister for Foreign Affairs to be
an “approved organisation”; and
(4) established and maintained solely for the relief of people in a country declared by
the Minister for Foreign Affairs to be a developing country.137
The requirement to be an approved organisation is difficult to meet, in terms of both
substance and process. The applicant entity must complete a submission to AusAID containing evidence that it satisfies seven eligibility criteria for approved organisations, that
the organisation is:
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See Australian Taxation Office. 1995. Income tax: Overseas aid gift deduction scheme, TR 95/2, pp. 2–3,
paras 4–6.
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See ITAA 1997 s. 30.80(1), item 9.1.1, and s. 30.85.
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Explanatory Memorandum, In Australia Bill 2012, para. 1.133. See also Commonwealth of Australia.
Parliamentary Debates, House of Representatives, 23 August 2012, p. 9728 (Lindsay Bradbury, Assistant
Treasurer).
137
ITAA 1997 s. 30-85(2).
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(a) a legal entity;
(b) voluntary, not-for-profit and non-government;
(c) a community-based organisation accountable to its membership;
(d) clearly identifiable as Australian;138
(e) engages in activities focused on development and/or relief139 covering at least
one and preferably two years;
(f) supports overseas activities on a partnership basis with indigenous organisations;140 and
(g) and its overseas partners both are effective in conducting their activities.141
The Government has noted that these eligibility criteria are needed “because of the
difficulties associated with monitoring activities undertaken outside of Australia.”142 The
overseas aid fund requirement in (4) above (regarding relief of people in a country declared to be a developing country) has two parts. The first, as set forth in a tax ruling by
the Commissioner, is that the fund “be governed by a constitution or set of rules from
which it is clear that its exclusive purpose is to provide relief to persons in certified developing countries.”143 This appears to be a different requirement from AusAID’s condition
that “the organisation’s mission statement or purpose and its project objectives should re-
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An organisation needs to show how recipient communities know that the assistance they are receiving
comes from Australian sources, including how the organisation promotes its Australian identity to donors/
supporters, partners and beneficiaries; and if the organisation belongs to an international network, how it
distinguishes its work and funding from that of the international network. See AusAID. 2009. Overseas Aid
Gift Deduction Scheme: Guidelines for Obtaining Gift Deductibility, pp. 7, 10.
139
Ibid, pp. 10–11. AusAID makes clear in their guidelines that, for the purposes of tax deductibility, relief
and development do not include welfare, evangelism, missionary or political activities. If the organisation
engages in these activities they must be distinguished from relief and development activities and managed
separately.
140
Ibid, p. 12. This requires that the organisation be more than just a fundraising arm of its overseas partners. However, the opposite conclusion was reached in the Federal Court case of The Hunger Project Australia v Commissioner of Taxation [2013] FCA 693, in which the applicant operated a fund endorsed as a
DGR under the OAGDS and the Court found that, despite being predominantly engaged in fundraising, the
applicant’s principal object of relieving hunger was achieved through its close relationships with its overseas
partners.
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142
See Explanatory Memorandum, In Australia Bill 2012, para 1.135.
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Australian Taxation Office. 1995. Income tax: Overseas aid gift deduction scheme, TR 95/2, para. 6(a).
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flect a focus on development and/or relief.”144 The OAGDS Guidelines provide distinct definitions for development and relief. Development is defined as:
a process where a community of people work together to break the cycle of poverty
and dependence so that their fundamental needs are met and the quality of their
lives is enhanced. Development activities seek to address the root causes of the need
identified and in doing so, make a contribution to reducing that need in the long
term.145
By contrast, relief refers to:
the provision of basic support to people in emergency situations…direct assistance
(such as distribution of clothing, food, seeds and tools, temporary housing) may be
provided as part of a short term relief response.146
Given the very different emphasis of development and relief work, it is unclear how
an organisation that becomes an approved organisation through its development work
would then qualify under requirement (4) as being “established and maintained solely for
the relief of people…”
The second part of requirement (4) is the Minister’s determination that the recipient country is a certified developing country.147 These appear on a list of developing countries,148 based on the OECD Development Assistance Committee’s (DAC) list of countries
and territories eligible to receive Official Development Assistance (ODA).149 If a country is
removed from the list by the Minister, overseas aid organisations can no longer apply
overseas aid funds to that country.
The process of becoming an overseas aid fund is lengthy and involves two distinct
steps. The first is applying for approved organisation status through AusAID, a government agency. Once AusAID has determined that the applicant has met all seven criteria, it
144

AusAID. 2009. Overseas aid gift deduction scheme: Guidelines for obtaining gift deductibility, p. 9 [emphasis added].
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Ibid, p. 9.
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Department of Foreign Affairs and Trade. 2012. List of developing countries as declared by the Minister
for Foreign Affairs, Accessed 8 October 2014.
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recommends to the Minister for Foreign Affairs that the organisation be declared an approved organisation. The Minister then advises the Treasurer of the approval. Following
approval, the second step begins. The ATO assesses the application for DGR endorsement,
and if it determines that there is a public fund in place established exclusively for the relief
of persons in certified developing countries, the ATO will seek approval for the fund from
the Assistant Treasurer. Once approved, the Assistant Treasurer publishes a notice in the
Commonwealth Government Gazette declaring the overseas aid fund approved.150 In an
efficiency audit of the process, the Auditor General determined that it can take 18 months
or more to complete,151 although AusAID estimates the timeframe as 9 to 12 months.152
The Auditor General found that the timeliness is affected by requiring approvals through
two Ministers, and that as a result of this protracted process, some lawyers are advising
their clients not to pursue endorsement under this category.153 This appears to be reflected
in the numbers. As of 31 October 2012, there were 218 overseas aid funds, representing
just 0.75 per cent of all active DGRs.154
Developed Country Relief Funds
Developed country relief funds are also provided for in Subdivision 30-B of the ITAA
1997 under the category of International Affairs,155 but have different requirements from
developing country relief funds. They were first introduced in the ITAA 1997 through the
Tax Laws Amendment (2006 Measures No. 3) Bill 2006 (Cth), which gave effect to the
government’s announcement in the 2005–06 budget that it would “increase philanthropy
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by establishing five new categories of organisations that can receive tax deductible gifts.”156
Disaster relief was one of these new DGR categories.157 The fund must be:
(1) a public fund;
(2) set up and controlled by a registered Public Benevolent Institution (PBI); and
(3) established and maintained solely for providing money for relief for people who
are in distress as a result of a disaster in a country outside Australia that has not been
declared by the Minister of Foreign Affairs as a Developing Country.158
The disaster must be recognised by a Treasury Minister as a disaster. The Minister
may declare the disaster if satisfied that it developed rapidly and resulted in the death, serious injury or other physical suffering of a large number of people, or in widespread
damage to property or the natural environment.159 The DGR entitlement is limited to two
years from the date specified in a Treasury Minister's declaration as the date of the disaster.160 The ATO maintains a list of disasters that have been recognised by the Treasury
since this provision was enacted in 2006.161 The list is reproduced at Appendix B. At the
time of writing, there were ten disasters on this list.
If a disaster affects both developed and developing countries, donations to the developed countries are made through a developed country relief fund, while donations to the
developing countries are made to a developing country relief fund under the OADGS.162
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(Cth), p. 77, para. 11.4.
158
See ITAA 1997 s 30.80, item 9.1.2 [emphasis added]. See also ATO factsheet: Developed country disaster
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For example, following Hurricane Sandy which affected the United States, as well as a
number of developing countries in the Caribbean including Cuba, Haiti, Jamaica, the Bahamas and the Dominican Republic, the Assistant Treasurer declared that donations to developed country relief funds, for the disaster in the United States, were tax deductible for
two years, beginning on 29 October 2012.163 Donations to the affected developing countries in the Caribbean were made through funds under the OADGS, with no time limits
attached. The Bahamas, which is not on the list of developing countries was not mentioned in the Assistant Treasurer’s press release, which would indicate that donations from
Australians to the Bahamas would not be covered by the developed country relief fund and
therefore would not be tax deductible. This omission highlights the difficulties that can
arise with the narrow categories of exceptions to the “in Australia” requirements.
Public Funds on the Register of Environmental Organisations
The Register of Environmental Organisations (REO) was established in 1992 to enable deductions for gifts made directly to an environmental organisation admitted to the
REO, in an effort to broaden the number of environmental organisations with DGR status
and to prevent environmental organisations listed in the tax law acting as mere conduits
for donations intended for other environmental organisations.164 The REO is provided for
in item 6.1.1 of the table in subsection 30-55(1) of the ITAA 1997 and is administered by
the Department of the Environment165 in consultation with the ATO.166 While the ITAA
1997 does not specify that these environmental organisations are exceptions to the “in
Australia” requirements,167 the Commissioner has taken the position that environmental
organisations registered under item 6.1.1 do not need to have their causes or beneficiaries
located in Australia.168 The only requirement is that “the actual public fund must be in
163
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there were five environmental organisations with DGR status listed in the ITAA 1936. These organisations
served as conduits through which other environmental organisations accessed tax deductible donations.
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Australia.”169 This position is reflected in the REO Guidelines, which state that to be eligible for entry in the Register, “organisations and their public funds have to be physically
located in Australia.”170 For an organisation to be entered on the REO, it must be a public
fund and satisfy six requirements in Subdivision 30-E of the ITAA 1997:
(1) it must be a body corporate, a cooperative society, a trust, or an unincorporated
body established for a public purpose by the Commonwealth, a state or a territory;171
(2) its principal purpose must be protecting and enhancing the natural environment
or a significant aspect of it, providing information or education, or carrying out research about the natural environment or a significant aspect of it;172
(3) it must maintain a public fund to receive gifts for its principal purpose and comply with any Ministerial rules to ensure that gifts made to the fund are used only for
its principal purpose;173
(4) it must not give any of its property, profits or financial surplus to its members,
beneficiaries, controllers or owners;174
(5) it must have a policy of not acting as a mere conduit for the donation of money
or property;175 and
(6) it must provide statistical information about donations and gifts to the Environment Secretary each financial year.176
In addition to these legislative requirements for inclusion on the REO, there is a
lengthy two-step admission process, similar to that for overseas aid funds. The first step is
169
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applying to the Department of the Environment, which carries out an initial assessment of
all applications for entry onto the REO to ensure that the organisations meet the legislative requirements in the ITAA 1997 and the administrative requirements in the REO
Guidelines. Once the Department has determined that the applicant has met all these requirements, it refers the application to the Environment Minister, to approve and sign the
instrument for entry onto the REO. It is then passed to the Treasurer to approve the Environment Minister’s recommendation. The second step is then to have the ATO assess the
application for DGR endorsement.177 As noted under the overseas aid funds, the Auditor
General has determined that this process can take more than 18 months, which may serve
to discourage applications.178 As of 31 October 2012, there were 573 funds on the REO,179
representing 1.97 per cent of all active DGRs.180 There is an annual statistical return required by environmental organisations but it does not include any financial information
apart from donations received and total of grants distributed.181 The Department does
conduct random audits of organisations, but the results are not made public.
Scholarship Funds
Scholarship funds are provided for in Subdivision 30-B of the ITAA 1997,182 having
been introduced through the Tax Laws Amendment (2006 Measures No. 3) Bill 2006, as
one of five new categories of organisations that can receive tax deductible gifts.183 Pursuant
to section 30-37 of the ITAA 1997, a scholarship fund must be established and operated
for the sole purpose of providing money for eligible scholarships, bursaries or prizes. The
scholarship, bursary or prize may only be awarded to people who are Australian citizens or
177
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permanent residents of Australia within the meaning of the Australian Citizenship Act
2007 (Cth),184 and must:
(1) be open to individuals or groups of individuals throughout a region of at least
200,000 people in Australia, or throughout an entire state or territory;185 and
(2) promote the recipients’ education in:
(a) an approved Australian course; and/or
(b) educational institutions overseas, by way of study of a component of an approved Australian course.186
Given that these can only be awarded to Australian citizens or permanent residents
for pre-approved courses, and that the overseas component of the scholarship is by way of
study of a component of an approved course in Australia, any overseas study would likely
be considered an activity that is merely incidental or minor, and not rising to the level of
an exception to the “in Australia” requirements. As at 31 October 2012, there were 460
scholarship funds, representing 1.58 per cent of all active DGRs.187
DGRs Listed by Name under the ‘International Affairs’ Category
As a general rule, DGRs listed by name in the ITAA 1997 remain subject to the
strict “in Australia” requirements. However, those that are listed as DGRs under the category of international affairs in section 30-80(2) are exempt from the conditions requiring
that their purposes and beneficiaries be in Australia.188 The international affairs category
was first introduced into the ITAA 1936 in 1993, along with 11 other categories, as part
of the tax simplification project, which sought, inter alia, to make the gift deductibility
184
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provisions more readable.189 At that time only three organisations were specifically listed
in this category: the Australian Institute of International Affairs; the Australian National
Travel Association; and The Foundation for Development Cooperation Ltd. There is now
an eclectic collection of 19 DGRs listed by name under international affairs in the ITAA
1997.190 In addition to two of the original members, the Australian Institute of International Affairs and The Foundation for Development Cooperation Ltd, there is a diverse
range of activities and countries represented.191 Some of these organisations have time limits on their gift deductibility, and at the time of writing, the time limits on gift deductibility
to seven organisations had expired.192
While these 19 DGRs represent less than 1 per cent of all active DGRs (at 31 October 2012), the privileges of being in this select group are noteworthy. These DGRs are not
only exempt from the strict in Australia requirements, but also within the five exceptions
they have the lowest level of restrictions. Their overseas activities are not limited to development or relief work and their beneficiaries are not confined to particular countries, so
long as they “continue to operate for their principal purpose and comply with any rules or
conditions made by the government on listing as a DGR.”193 The government at the time
when these DGRs were listed approved their overseas purposes and beneficiaries. Since
that time, these organisations have been able to attract tax deductible donations and contributions for their overseas activities with relatively little oversight.194
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While the other exceptions to the “in Australia” requirements have appropriate integrity requirements in place, supported by special administrative arrangements to ensure
that the DGR tax concession is directed to the causes it was approved for, and is not at
risk of being misdirected to inappropriate and unauthorised operations,195 there appears to
be nothing in place to ensure the ongoing integrity of the DGR regime in regard to those
DGRs listed specifically under the international affairs category. There are no special administrative arrangements in place to make sure donations are spent appropriately. Given
that the process for admission into this exclusive group is largely political, the end result is
an exception to the “in Australia” requirements, that offers little transparency or accountability.
Gift deductibility in Australia is closely held, unlike other comparable jurisdictions,
with only certain types of charities and some other organisations being awarded the status.
This means that many charities have a separate fund that has gift deductibility with a separation between the organisation and the deductible fund that it operates. The policy origins focused on geographic restrictions for tax deductibility, based on the physical location
of the organisation, not necessarily whether it was engaged in cross-border activities. A
blanket prohibition is effectively in place for all but minor and incidental cross-border activities unless the organisation falls within an exemption. Special categories of DGR organisations are permitted to engage in substantial cross-border philanthropy. Some, but not
all, of such organisations are subject to more scrutiny by specialist regulators in line departments such as Foreign Affairs, and Environment. This restrictive climate is said, anecdotally, to have led to organisations with the converted DGR cross-border status acting as
conduits or “channels” for individuals and organisations to donate to overseas organisaDGR in order to determine if it continues to be eligible for DGR status. The Commissioner is to advise the
Minister if the entity is or is not operating consistently with the obligations as a DGR, including: failing to
use gifts or money received solely for its principal purpose; changing its principal purpose; or failing to
comply with any rules or conditions relating to the entity being or becoming a DGR. Failure to comply is an
offence under s 8C of the Taxation Administration Act 1953 (Cth).
195
See Explanatory Memorandum, Tax Laws Amendment (Special Conditions for Not-for-profit Concessions) Bill 2012 (the In Australia Bill 2012), paras 1.135 and 1.140, which state that appropriate integrity
requirements exist for the exceptions of overseas aid organisations and environmental organisations, respectively, and note that the integrity requirements in place for overseas aid organisations under the OADGS
“are supported by special administrative arrangements because of the difficulties associated with monitoring
activities undertaken outside of Australia”.
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tions, often for an administrative fee. There is no equivalent of the USA “friends of” conduit available in Australia, and no reliable evidence of how significant this activity is at
present and how much of it represents a threat to the fisc. However, moves have been
afoot for several years to reform both income tax exemption and donation deductibility in
this regard.
“In Australia” – Proposed Reform History
In 2011, as a result of the Word Investments litigation and concerns about terrorism
financing, the Government introduced the “In Australia” Bill, seeking to clarify the law by
codifying the Commissioner of Taxation’s strict definition of the in Australia requirements.196 This was to apply to both income tax exemption and donation deductibility. The
Explanatory Memorandum noted in relation to income tax exemption of charities that:
Ignoring minor overseas activities, the intent of the original law was only to allow a
charity to be able to pass funds to an overseas charity that was endorsed as a deductible gift recipient (operating a developing or developed country relief fund), or
an entity specifically prescribed in the regulations. The High Court’s decision on
Word Investment highlighted that the law is not achieving those objectives.197
One hundred and nine submissions were received about the exposure draft, drawing attention to a number of drafting defects. In its submission, the Australian Council for
International Development (ACFID), the umbrella body for Australian international development charities,198 summed up its objections to the draft as:
The problems have arisen through the complexity of the various legal structures to
which the legislation relates and as a result of the multiple avenues that the Gov196
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40

ernment provides to tax free and tax deductible status. The proposed legislation attempts to apply simple tests, the result of which would be to create intractable
clashes amongst the various legal statuses of the aid funds and their parent entities.
In addition, the problem with the proposed legislation is that it seems to have been
drafted without an understanding of the most practical considerations as to how
charitable agencies go about doing their work.199
Another exposure draft was open for further consultation in 2012,200 and received
47 submissions. The new exposure draft addressed some of the concerns raised, but not
all. In 2012, the Tax Laws Amendment (Special Conditions for Not-for-profit Concessions)
Bill 2012 was introduced into Parliament, but lapsed when Parliament was dissolved in
August 2013 for an election. After the 2013 federal election the incoming government reviewed all tax proposals and decided to proceed with this particular initiative, publishing a
third exposure draft,201 which was opened for public consultation in March 2014.202 That
Bill has yet to be introduced into Parliament.
The policy of a strict test has not altered, despite submissions that such tight controls on cross-border charity is not in Australia’s best interests. Several submissions questioned the wisdom of such restrictive measures “in our contemporary global world” and
that it “would impose some of the highest barriers to international participation and engagement by not-for-profits in the world.”203 Each exposure draft revision has merely added exemptions and exclusions to various organisational categories and some particular organisations will be made largely exempt by regulation.
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“In Australia” 2014 Proposed Reforms
Submissions on the last exposure draft closed on 7 April and the Bill was expected
to be before Parliament in late 2014 or early 2015. Although a number of submissions argued that a policy of stifling cross-border charity with greater regulatory controls was not
in Australia’s best interests, this appears not to have swayed either of the two main political parties. As noted above, the draft Bill does not deviate from its underlying policy
thrust, but on the basis of consultations, it does include more exceptions and relaxations
for specific organisations and certain activities. The provisions deal with both income tax
exemption and donation deductibility status, using the same concepts where possible.
Exemption from Income Tax
The draft Bill proposes to add special conditions to the income tax exemption: as well
as other pre-existing conditions, the organisation must:


Operate principally in Australia; and



Pursue its purposes principally in Australia.204

These provisions do not apply to associations of employees or employers, public educational institutions, public hospitals, primary and secondary resources, or tourism associations. Further organisations can be exempt from the provisions by being prescribed in the
Income Tax Assessment Act Regulations 1997 or being endorsed as a DGR. To be considered for prescription, the organisation must be either an overseas NFP organisation exempt from foreign tax in their resident country, or be resident in Australia and operate
and pursue their objectives principally outside Australia.205 The Explanatory Memorandum
indicates that this power is intended to be applied only in exceptional circumstances where
the organisation will be providing a broad benefit to the Australian community, and considering the national interest, tax system integrity, the risk of the organisation being utilised for money laundering or terrorist financing and any other relevant considerations.
This power is subject to Parliamentary scrutiny, by way of disallowance, not administrative
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or judicial review.206 This further tightens the control by the executive arm of government
on which organisations will be relieved from the cross-border constraints.
The ATO has long regarded the meaning of “principally” as being more than 50 per
cent, but the new provisions seek to replace “expenditure” with “operates.” The Explanatory Memorandum suggests this will allow a wider range of circumstances to be considered such as:
where the entity incurs its expenditure; where it undertakes its activities; where the
entity’s property is located; where the entity is managed from; where the entity is
resident or located; where its employees or volunteers are located; and who is directly and indirectly benefiting from its activities.207
None of the above indicators is determinative, but a weighing up of all indicators is
proposed. Examples used in the Explanatory Memorandum show that although an organisation may be controlled and managed from outside Australia, if the amount of expenditure, operations and beneficiaries is located in Australia, it could still satisfy the special
conditions.208 None of these considerations are included in the actual words of the exposure Bill and a court may well be persuaded to a different interpretation of “operate”, as it
is not a legal term. The ordinary sense of the word in the context of the provision may
suggest itself to a court called on to determine its meaning. The Australian Macquarie Dictionary gives various meanings of “operate”, including “to work or run, as a machine does;
to keep (a machine, apparatus, factory, industrial system, etc.) working or in operation; to
act effectively, exert force or influence,”209 which may not be as wide as that expressed in
the draft Explanatory Memorandum.
Further, the funds that an organisation provides to non-exempt organisations are to
be taken into account in determining whether the requirements have been met.210 An ex-
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empt donor organisation is expected to have a reasonable knowledge of the purpose or
cause that it intends the donee organisation to carry out with the funds. However, the donor need only take all those steps that are reasonable to confirm or trace the use of such
funds outside Australia.211 The Explanatory Memorandum notes that: “if it later transpires
that the funds were spent in such a manner that would result in the loss of status of the
providing entity, the entity will be able to rely on the reasonable and genuine steps it has
taken to demonstrate compliance with the special conditions.”212 This specifically redresses
the issues of the Word Investments case and strikes directly at conduit arrangements – what
is known as “auspicing” or “channelling” in Australia, where an organisation with a tax
status undertakes to receipt the donation or pass the funds on, for an administrative fee for
an otherwise unrelated transaction.
Deductible Gift Recipients (DGRs)
The core principle for income tax exempt entities is applied similarly to DGRs, but
with a stricter threshold test.213 DGRs generally must:


be established in Australia;



operate solely in Australia; and



pursue their purposes solely in Australia.214
According to the Explanatory Memorandum, “solely in Australia” is to be inter-

preted as requiring DGRs to be established and operated only in Australia (including control, activities and assets) and to have their purposes and beneficiaries only in Australia.
However, overseas activities that are merely incidental to a DGR’s purposes in Australia
will not be caught. Further, if overseas activities are minor in extent and importance when
considered with reference to the operations and pursuit of the organisation’s Australian
activities, again, it will not be caught. The Explanatory Memorandum states that “the

pressly exempt. Therefore, an entity does not need to take account of the eventual use of these funds by the
donee entity.
211
S. 50-50(4A).
212
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213
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S. 30-18(1).
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overall quantum of an entity’s overseas expenditure should also be considered by reference
to current public expectations about what is considered minor.”215 This is likely to produce
an interesting contest between the tax authorities and the sector about what are “current
public expectations” and how these are to be interpreted. Just as in relation to tax exemption, functioning as a mere conduit DGR for another organisation that operates overseas
will not be permitted, and if funds are passed to another organisation that is not a DGR,
then tracing must occur.216
There are a number of carve outs from these tests which have grown with each exposure draft of the Bill. Organisations that are DGRs under the international affairs category or are specifically listed under the international affairs category are exempt from the
“in Australia” special conditions for DGRs.217 The Explanatory Memorandum gives the
reason “that they nonetheless further Australia’s overseas aid objectives and therefore contribute to the broad public benefit of the Australia[n] community”.218 The Explanatory
Memorandum goes on to note that further regulatory measures are already in place for
these organisations under the scrutiny of the OAGDS.219 Organisations on the REO can
seek the approval of the Environment Minister to be exempt from the “in Australia” special conditions. They will need to convince the Minister that they have to engage in crossborder activities “in order to effect change that will be of benefit to the Australian public.”220 The draft Bill also makes provision for exceptions of scholarship, bursary or prize
funds,221 some touring arts organisations222 and a new category of medical research institutions that operate outside Australia.223
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Possible Outcomes of the Proposals
The proposed amendments will tighten the law on the books for Australian crossborder charity. The tests have been tightened for both income exemption and donation
deductibility status. The tracing provisions will affect the use of channelling/conduits/auspice that is believed to occur at present and those organisations hosting
such arrangements for an administrative fee should consider reassessing their practices.
However, the law on the books is not the same as the actual regulation at street level. It
must be remembered that, if Australia returns to the pre-ACNC regulatory environment,
there will be no annual financial return filed with federal regulators, tax or otherwise. Policing cross-border charity without the information provided in an annual financial return
is a challenge. It is not known what resources the ATO will have to do this. The government’s budget in 2014 announced staff reductions would cut 4,700 from the ATO’s workforce of 25,000 by 2017–18.224 Before the ACNC was established, the ATO’s NFP section
had about 60 full-time equivalent staff, to administer tax for approximately 120,000 NFP
tax entities. The ATO’s NFP compliance and audit statistics are not disclosed in its corporate reports and it is difficult to assess how compliant the sector is. There are some indications that it may be less than optimal. An Australian National Audit Office (ANAO) report
on the ATO’s work with DGRs immediately prior to the establishment of the ACNC indicated a range of areas for improvement, noting that:
The inadvertent non‐compliance with legislative requirements by fundraising organisations is recognised by the ATO as being a high risk, particularly given that
many of these organisations are managed by volunteer committees that experience
regular turnover. The management of this risk is not commensurate with its assessed level of potential non‐compliance.225
There is further cause for concern following a remarkable case that was decided in
late 2013, which involved a tax exempt “charity” that consisted solely of members who
were closely related by birth or marriage. It claimed to undertake action-based qualitative
224
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research, i.e. research undertaken in an interactive real time manner.226 All the members
were described both as “researchers” and “guinea pigs.” However, none of them had any
qualifications in psychology (or any social science). One of the projects undertaken was
“Project Inebriation” which dealt with the experience of owning and using luxury motor
vehicles, including a Hummer ($100,000), a Ferrari ($300,000) and a Rolls Royce
($695,000), all purchased by the organisation for use by its members. Another was “Project India” which funded a member’s trip to India to attend a wedding. None of the “research” conducted was ever published in any journal, although there were apparently “internal reports.” Although the organisation did not file any type of tax return with the
ATO, it was routinely audited for its compliance with the Goods and Services Tax (GST).
The court noted that the organisation was “subject to a Business Activity Statement … audit, finalised in February 2007, in which the auditor found it was properly endorsed as a
health promotion charity.”227 The ATO did not offer an explanation of why the auditor’s
suspicions were not aroused. The Commissioner was successful in persuading the Tribunal
that the organisation’s charity endorsement should be revoked retrospectively.
Australian Fisc Measurement of the Cost of Cross-Border Charity
Inadequate knowledge about the size of cross-border charity’s cost to the fisc significantly hampers any rational assessment of the proportionality of current and proposed
policy responses. How much of giving flows out of Australia has been a mystery, as is how
much of this outflow is classed as tax deductible gifts or funds from exempt NFP income.
The Follow the yellow brick road report, released in 1991, recommended that this be remedied and that statistics should be kept in order to inform policy makers and as a basis for
ATO audit activity.228 This has not been implemented. As Australian NFPs do not file tax
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returns there is no convenient and reliable data source.229 The Australian Tax Expenditures
statement does not provide estimates for tax expenditures of many mainstream NFP concessions let alone those for cross-border charity.230 The cost of income tax exemption has
been quantified in Australia’s tax expenditure statement for only 13 of 22 categories with
some relation to the nonprofit sector, and those measurements have been described as having low reliability.231 For example, the best that can be done for religious, scientific, charitable or public educational institutions is an order of magnitude “guesstimate” of
$1,000 million plus.232 The order of magnitude classifications are described as a “broad
guide only ... estimated without the benefit of detailed data. They are based on assumptions and judgment and as such they should be treated with caution.”233
Some light was provided on outgoing funds by the Australian Bureau of Statistics
Non-Profit Institutions Satellite Account 2012–13234 which was based on a sub-population
of nearly 57,000 “economically significant” NFPs (of the ABS’s estimated 177,000) which
have an active tax role.235 It estimated that, of A$5.684 billion in grants and other payments made by NFPs to others, A$1.03 billion (18 per cent) went to non-resident organisations, (i.e. any organisation domiciled overseas).236 Over 95 per cent was credited to the
categories of social services and international development.
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The recently established Australian Charities and Not-for-profits Commission
(ACNC) was to collect this information as part of its duty to collect and publish annual
returns from charities, however that work has not yet been completed. About half of the
ACNC registered charities have reported, with 2,402 (6 per cent) of them operating in
countries outside Australia. In total, these charities were active in more than 100 countries,
with the highest proportion operating in India (5 per cent), the Philippines (4 per cent),
New Zealand (4 per cent), Papua New Guinea (4 per cent), Indonesia (4 per cent) Cambodia (3 per cent) and the USA (3 per cent).237
Australia is a member of the Organisation for Economic Co-operation and Development's (OECD) Development Assistance Committee (DAC)238 which estimates private
Australian cross-border development at just over US$1.4 billion in private giving to developing countries.239 However, I believe a more accurate figure is US$897 million because of
data calculation errors.240 Because Australians also give to overseas activities and beneficiaries for purposes other than relief or development, such as the environment241 and medical research,242 the total cross-border philanthropy numbers would have to be added to
the revised DAC calculations.
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It is unfortunate that the recommendation to pay attention to measuring crossborder charity was not implemented at the time of the first inquiry about the issue as it
would be invaluable in assisting the development of fiscal policy in this area. The lack of
will to measure these tax expenditures is not only present in Australia and can casts doubt
on the seriousness of regulator’s concerns about the drain on the revenue that such activity
may cause.
Conclusion
Australia is considered to have one of the strictest regimes for cross-border gift deductibility.243 The formal reason proffered for the introduction of cross-border taxation
measures was to counter tax abuse; more recently this has been supplemented by arguments about prevention of terror financing. However, the legislative architecture adopted
for the regulation of cross-border charity clearly reflects that governing charity tax concessions generally in Australia – that is, a flat prohibition, mitigated by restricted special exemptions, to which it is difficult to gain access. For example, only a select few charities
qualify for donation deductibility status in Australia, unlike other OECD jurisdictions,
where all charities do. Accordingly, only certain classes of heavily vetted organisations can
carry on cross-border activities. Approving cross-border status involves significant resources on the part of both applicant and tax administrator, with many barriers in the process. In some cases, approval may be in the gift of a minister of the crown, whose decision
is not amenable to judicial or administrative review. The recent reform proposals have
highlighted the legitimate issues for charities faced with a flat prohibition of cross-border
activities, such as touring art and cultural concerns, medical research, education, and
sporting organisations. Dealing with these by itemised exemptions and administrative fixes
merely increases the complexity of administration for both charity and administrator – all
to address what appears to be only minor leakage from the fisc.
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Regulation in practice is much more than law on the books, and what actually happens on the ground can be very revealing. Australian nonprofit organisations have been
largely left alone to self-assess their continued taxation status. Actual government policing
of cross-border charity is largely a mystery. The ATO is active at the threshold to granting
of tax concessions, but thereafter its regulation is neither transparent nor assessable. Since
organisations granted approval of cross-border donation deductibility are not generally
required to file a tax return or make any other financial statements available publicly, and
with no knowledge of the ATO’s audit activity, it is difficult to have any confidence in enforcement of the law on the books. The cost of specialised audits for the taxation authorities would be significant, particularly as there are no annual tax returns to guide selective
audits.
Anecdotal evidence points to some opportunistic channelling of donations by organisations with cross-border donation deductibility status. This is clearly targeted by the
government’s proposed taxation reforms, but with the proposed reduction in ATO budget
and staff244 and the abolition of the ACNC, the signs are not encouraging for any increased
oversight of the cross-border activities of Australian nonprofit organisations. While gross
illegal behaviour may be detected by third party regulators such as AUSTRAC, via financial
institution mandated reporting, little appears to have been detected to date.
As globalisation proceeds at an even faster pace, Australia will increasingly suffer
the indirect costs of such a restrictive policy that may outweigh the direct tax expenditure
costs. Measuring these costs, both direct and indirect, would be a first step to reform, and
should be followed by a review of the efficacy of the overall structure of Australian nonprofit taxation concessions.
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Appendix A
List of developing countries as declared by the Minister for Foreign Affairs
Last accessed on 16 September 2014, available at
http://aid.dfat.gov.au/Publications/Pages/3845_1029_3475_999_2902.aspx
EUROPE
Albania
Armenia
Azerbaijan
Belarus
Bosnia & Herzegovina
Georgia
Kosovo
Macedonia (former Yugoslav Republic)
Moldova
Serbia & Montenegro
Turkey
Ukraine

Eritrea
Ethiopia
Gabon
Gambia
Ghana
Guinea
Guinea-Bissau
Kenya
Lesotho
Liberia
Madagascar
Malawi
Mali
Mauritania
Mauritius
Mozambique
Namibia
Niger
Nigeria
Rwanda
St. Helena
Sao Tome & Principe
Senegal
Seychelles
Sierra Leone
Somalia
South Africa
South Sudan
Sudan
Swaziland
Tanzania
Togo
Uganda
Zambia
Zimbabwe

AFRICA
NORTH OF SAHARA
Algeria
Egypt
Libya
Morocco
Tunisia
SOUTH OF SAHARA
Angola
Benin
Botswana
Burkina Faso
Burundi
Cameroon
Cape Verde
Central African Rep.
Chad
Comoros
Congo, Rep.
Congo, Dem. Rep.
Cote d'Ivoire
Djibouti
Equatorial Guinea
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India
Indonesia
Kazakhstan
Korea, Dem. Rep.
Kyrgyz Rep.
Laos
Malaysia
Maldives
Mongolia
Nepal
Pakistan
Philippines
Sri Lanka
Tajikistan
Thailand
Turkmenistan
Uzbekistan
Vietnam

AMERICA
NORTH & CENTRAL
Anguilla
Antigua & Barbuda
Belize
Costa Rica
Cuba
Dominica
Dominican Rep.
El Salvador
Grenada
Guatemala
Haiti
Honduras
Jamaica
Mexico
Montserrat
Nicaragua
Panama
St. Kitts & Nevis
St. Lucia
St. Vincent & Grenadines

MIDDLE EAST
Iran
Iraq
Jordan
Lebanon
Syria
West Bank and Gaza Strip
Yemen

SOUTH AMERICA
Argentina
Bolivia
Brazil
Chile
Colombia
Ecuador
Guyana
Paraguay
Peru
Suriname
Uruguay
Venezuela

PACIFIC
Cook Islands
Micronesia, Federated States
Fiji
Kiribati
Marshall Islands
Nauru
Niue
Palau Islands
Papua New Guinea
Samoa
Solomon Is.
Tokelau
Tonga
Tuvalu
Vanuatu
Wallis & Futuna

ASIA
Afghanistan
Bangladesh
Bhutan
Burma
Cambodia
China, (excl. Hong Kong)
East Timor

53

Appendix B
Developed Country Disaster Relief Funds
Accessed 16 September, 2014 at https://www.ato.gov.au/Non-profit/Gifts-andfundraising/In-detail/Deductible-gift-recipient/DGR-categories/List-ofdisasters/#Developedcountrydisasterrelieffund
Name of disaster

Date

Declaration

Hurricane Sandy,
USA

29 October 2012

Declaration of a disaster for the purposes of tax
deductibility - Hurricane SandyExternal Link

North-eastern Italy
earthquakes

20 May 2012

Declaration of a disaster for the purposes of tax
deductibility - Italian earthquakesExternal Link

Joplin, Missouri
tornado, USA

22 May 2011

Declaration of a disaster for the purposes of tax
deductibility - multiple tornadoes in southern
USAExternal Link

Southern USA tornadoes

28 April 2011

Declaration of a disaster for the purposes of tax
deductibility - multiple tornadoes in southern
USAExternal Link

Japan earthquake
and tsunami

11 March 2011

Declaration of a disaster for the purpose of tax
deductibility - Japan earthquake and tsunamiExternal Link

Christchurch
earthquake

22 February 2011

Declaration of a disaster for tax purposes - Christchurch earthquakeExternal Link

Christchurch
earthquake

4 September 2010

Declaration to boost disaster relief effort for the
Christchurch earthquakeExternal Link

Typhoon Morakot, Taiwan

21 August 2009

Recognition of a disaster - Typhoon Morakot,
TaiwanExternal Link

2009 Italian
earthquake

6 April 2009

Declaration of the 2009 Italian earthquake as a
disasterExternal Link

Greek fires

24 August 2007
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Appendix C
Other Significant Taxes
Goods and Services Tax (GST)
A broad based transaction tax known as the Goods and Services Tax (GST), at the
rate of 10 per cent, came into effect on 1 July 2000 in Australia.245 It replaced a national
wholesale sales tax. The essential features are that:


it is a tax on most goods, services or anything else supplied;



it is collected by entities carrying on an enterprise;



it is designed to be paid ultimately by the consumer rather than by an entity collecting the tax (this is achieved via a credit system);



it is a multi-stage tax collected at each stage of the supply chain;



it is effectively applied to the value added at each stage of the supply chain; and



it has a credit mechanism that eliminates cascading (tax on tax).
There are limited concessions for certain types of NFPs such as religious bodies and

DGRs engaging in certain transactions. GST is payable on taxable supplies and taxable importations. Subdivision 9-A of A New Tax System (Goods and Services Tax) Act 1999 (GST
Act) defines a taxable supply and sets out the criteria that determine when a supply is a
taxable supply. An entity only makes a taxable supply if all of the following criteria are satisfied:


it makes a supply for consideration;



it makes the supply in the course or furtherance of an enterprise that the entity is
carrying on;

245



the supply is connected with Australia; and



the entity is registered or required to be registered.

A New Tax System (Goods and Services Tax) Act 1999 (GST Act).
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Transactions taking effect outside the jurisdiction
The GST has few implications for NFPs conducting their businesses across borders
apart from some minor compliance costs. As GST is primarily a tax on consumption in
Australia, it is not intended to apply to things that are not consumed in Australia, such as
exported goods. This means that no GST applies to exports, but that the exporter is entitled to input tax credits. Because the transactions are not within Australia, GST will not
usually apply to NFPs making grants, or exporting goods or services across borders.
Grants which are considered as gifts for those outside Australia will not attract GST for
two reasons. First, from basic principles most gifts do not attract GST as no consideration
is involved. In Australia, for tax purposes, a gift is something that is transferred voluntarily
for no material advantage, which is stricter than the position in the USA.246 Legislation
puts this beyond doubt as it expressly states that “making a gift to a non-profit body” (in
Australia) cannot be treated as consideration in any circumstances.247 However, if the grantor gets some “material advantage” in connection with the grant then it will not be considered a gift for taxation purposes. For example, it will not be a gift if the grantor has the
right to exploit the results of the grantee’s work commercially, or if the grantor is provided with advice or information in return for the payment, e.g. where a NFP funds research
in return for the right to use the results of that research in developing its own policy.
However, this would not apply where the information is required merely to substantiate
how the funds were spent or the grantee has to repay the assistance if it fails to comply
with the grantor’s requirements.248 Second, GST will not apply if the grant is made to a
body outside Australia. This applies even if the grantee supplies a material advantage in
return for the grant when it is performed outside Australia.249
Importation of goods and services
Where goods are imported into Australia, the GST is payable by the importer, not
246

Federal Commissioner of Taxation v McPhail (1968) 17 CLR 111; Australian Taxation Office. 2005. Income tax: tax deductible gifts – what is a gift, Taxation Ruling TR 2005/13.
247
GST Act, s. 9-17 [emphasis added].
248
Australian Taxation Office. 2012. Goods and Services Tax: Financial assistance payments, GST Ruling
GSTR 2012/2; Australian Taxation Office. 2005. Income tax: tax deductible gifts – what is a gift, Taxation
Ruling TR 2005/13.
249
GST Act, s. 9-25(5).
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by the overseas supplier.250 This applies whether or not the importer is registered in Australia for GST, and whether or not it was carrying on an enterprise. However, if the importer is registered, it may be able to claim an input tax credit for the GST paid.
Fringe Benefits Tax
Fringe benefits tax (FBT) is payable by all employers, including the Commonwealth, state and territory governments. A fringe benefit is any non-cash remuneration
(e.g. use of a car, provision of accommodation, or a loan of money at a non-commercial
interest rate) which is provided in addition to, or in place of, the salary or wages of an
employee. There are substantial FBT exemptions in place for NFP organisations that conduct activities outside Australia through employees and to a lesser extent for non-resident
NFP organisations operating in Australia with employees.
Certain NFP employers are totally or partially exempt from FBT, including:


international organisations exempted from income tax and other taxes;251



religious institutions for benefits provided to religious practitioners, live-in domestic workers, certain employees caring for elderly or disadvantaged persons, or
where the benefit is food and drink for non-live-in domestic employees;



public benevolent institutions for benefits provided to an employee in respect of
that employee's employment with the institution;



public and NFP hospitals; and



employers of certain live-in residential care workers.

250

GST Act, s. 13-15.
Refer to the International Organisations (Privileges and Immunities) Act 1963. In addition, the exemption
applies to organisations established under agreements to which Australia is a party and which oblige Australia to grant the organisation a general tax exemption (s. 55). Examples of exempt international organisations
would include: the UN; the Food and Agriculture Organization of the UN; Intergovernmental Committee
for European Migration; Interim Commission for the International Trade Organization; International Bank
for Reconstruction and Development; the IMF; International Civil Aviation Organization; the ILO; International Telecommunication Union; South Pacific Commission; UNESCO; Universal Postal Union; the WHO;
World Meteorological Organization; the IAEA; Inter-Governmental Maritime Consultative Organization;
International Development Association; the South-East Asia Treaty Organization; and Customs Cooperation Council.
251
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The exemption from FBT for public benevolent institutions is a significant tax saving on wage costs for those employers.252
An Australian resident employer is liable to pay FBT on benefits provided to nonresident employees if PAYG withholding is required from the employee’s salary or wages.
PAYG withholding is not required if the income is exempt from Australian tax, for employees working overseas in relation to a development aid project in foreign service or
employees from a foreign country coming to Australia.253 This exemption had general application to most Australian resident employees, but from 1 July 2009 was confined to
employees’ foreign service that is directly attributable to:
(a) the delivery of Australia’s overseas aid program by the individual’s employer;
(b) the activities of the individual’s employer in operating a developing country relief
fund or a public disaster relief fund;
(c) the activities of the individual’s employer if the employer is a prescribed institution
that is exempt from Australian income tax;
(d) the individual’s deployment outside Australia by an Australian government (or government authority) as a member of a disciplined force; or
(e) an activity of a kind specified in the regulations.254
Where an employee’s foreign service is not within these requirements, the overseas
income is not exempt from income tax and the person is therefore an “employee” for the
purposes of the Fringe Benefits Tax Assessment Act 1986 (FBTA Act). Further, where a
non-resident employee is working in Australia or an Australian resident is working overseas, consideration must be given to whether the International Taxation Agreements Act
1953 (Tax Agreements Act) modifies the operation of the Australian FBT regime to reduce
double taxation of benefits. The Tax Agreements Act has effect notwithstanding the provisions contained in the ITAA 1997, the ITAA 1936 (other than Pt IVA) or in an Act impos-

252

In 2013–14 the forgone revenue was estimated at $1,340 million in respect of PBIs: Australian Treasury.
2014. Tax Expenditures Statement 2013, p. 115.
253
ITAA 1936, ss. 23AF and 23AG.
254
ITAA 1936, s. 23AG(1AA).
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ing Australian tax.255 The meaning of “Australian tax” in section 3(1) of the Tax Agreements Act includes FBT imposed by the FBTA Act with effect from the enactment of Act
No 22 of 1995, and therefore the Tax Agreements Act can modify the operation of the
FBTA Act. Whether a particular double taxation agreement (DTA) will modify the FBTA
Act is dependent upon how “Australian tax” is defined in the various Schedules of the Tax
Agreements Act. Only the United Kingdom agreement, New Zealand agreement and (to a
limited extent) the Indonesian agreement include specific provisions to avoid double taxation of fringe benefits. All other DTAs do not make any reference to Australian FBT.
Further, PAYG withholding is not required if the income of the non-resident employee is exempt, because it does not have an Australian source. For example, Article
15(2) of the USA Convention provides that remuneration derived by a US resident in respect of services performed in Australia is only taxable in the US if:
(a) the employee’s stay in Australia does not exceed 183 days in a year;
(b) the remuneration is paid by an employer that is a not a resident of Australia; and
(c) the remuneration is not deductible in determining the profits of a permanent establishment which the employer has in Australia.
Where an employee is within these requirements, the overseas income is exempt
from Australian income tax and the person is not an “employee” for the purposes of Australian FBT.

255

Tax Agreements Act s. 4(2).
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Appendix D
Terrorism and Money Laundering
Laundering of money to evade taxation solely or joined with illegal activities often
involves cross-border activity and has always been of interest to the fisc. Australia was a
foundation member of the Financial Action Task Force (FATF) on money laundering, an
intergovernmental organisation, established in 1989 by the Group of 7 (G7) Summit held
in Paris. The emphasis of the FATF is on promoting the adoption and implementation of
anti-money laundering measures.256 The Australian Transaction Reports and Analysis Centre (AUSTRAC), an Australian government agency, was established in 1989 under the Financial Transaction Reports Act 1988 specifically to deal with such issues. Compared to
agencies in other jurisdictions, AUSTRAC was fairly effective, being well-resourced with a
limited number of large financial institutions to monitor (four major banks, compared to
thousands in the US) and having good coordination with other key agencies responsible
for tax and corporate securities. Much money laundering involved cross-border transactions, but the regulation did not overtly touch NFP organisations. This was because the
few banks and other financial agents were required to report transactions over A$10,000
to AUSTRAC.
Unlike many countries, Australia has relatively few barriers to cross-border charity
that flows into Australia in relation to funds. Part 4 of the Anti-Money Laundering and
Counter-Terrorism Financing Act 2006 (AML/CTF Act) requires reports about crossborder movements of physical currency (carrying, mailing or shipping) exceeding
A$10,000 and cross-border movements (personal carriage) of bearer negotiable instruments of any value if requested by an authorised person.
After 11 September 2001, attention turned to terror financing, and AUSTRAC was
subsequently given extended powers and reach under the Anti-Money Laundering and
256

Reporting entities are required to meet the customer identification, due diligence, and record-keeping
requirements, and most importantly they can report suspicious and prescribed transactions to relevant authorities. The FATF has no enforcement power; it can only expel those countries that do not comply with its
membership requirements as determined through the mutual evaluation process.
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Counter-Terrorism Financing Act 2006 (AML/CTF Act). In common with many other
countries’ criminal statutes with respect to terrorism, its financial support and advocacy
were enacted. A number of NFP organisations were listed and prohibited to associate as
part of the measures. Financial contributions through formal charitable donations was
then listed by AUSTRAC as one of the three principal methods by which terrorism funds
are raised in Australia.257 After 2001, FATF released international recommendations on
combating money laundering and the financing of terrorism.258 The latest version of the
recommendations includes Special Recommendation VIII (SR VIII) which advised countries to review their laws and regulations relating to NFP organisations in order to protect
the sector from misuse:


by terrorist organisations posing as legitimate entities;



through the exploitation of legitimate entities as conduits for terrorism financing;
and



by concealing or masking the clandestine diversion to terrorist organisations of
funds intended for legitimate purposes.259
A mutual evaluation of Australia’s terrorism financing regime conducted in 2005 by

FATF found that, with respect to NFPs, Australia was assessed as “partially compliant.”
FATF’s summary of factors underlying the assessment were:
Australia has reviewed its [NFP] laws and sector; however, the reviews did not result in the implementation of any specific measures.
It is not clear that Australia has adequately implemented measures across the [NFP]
sector to ensure that terrorist organisations cannot pose as legitimate non-profit organisations, or that funds or other assets collected or transferred by non-profit or-
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Australian Transaction Reports and Analysis Centre. 2010. AUSTRAC typologies and case studies report
2010, http://www.austrac.gov.au/files/typ_rpt.pdf, p. 8.
258
Financial Action Task Force. 2003. The Forty Recommendations (Paris: OECD/FATF), http://www.fatfgafi.org/media/fatf/documents/recommendations/pdfs/FATF%20Recommendations%202003.pdf
259
Financial Action Task Force. 2004. FATF IX Special Recommendations (Paris: OECD/FATF),
http://www.fatf-gafi.org/dataoecd/8/17/34849466.pdf.
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ganisations are not diverted to support the activities of terrorists and terrorist organisations.260
Despite this finding, it reported that there have been “no substantiated links between terrorist groups and non-profit organisations in Australia” and the ATO has vetted
charities more strictly, but not other NFPs regulated by states and territories.261
The AML/CTF Act was enacted following the 2005 mutual evaluation. The designated services of some NFP organisations now fall under that Act. The majority of NFPs
do not provide services prescribed as a “designated service” under the AML/CTF Act as
they are not financial institutions, the gambling sector, bullion dealers, remittance dealers
or other professionals or businesses that provide particular designated services. However,
AUSTRAC’s interpretation of what constitutes a business, that is, “a venture or concern in
trade or commerce, whether or not conducted on a regular, repetitive or continuous basis,” in section 5, will include many NFP organisations.262 Organisations that provide such
designated services are required to undertake AML/CTF risk assessments, implement due
diligence procedures and report detection of certain transactions to AUSTRAC (e.g. suspicious transactions, transactions over specified thresholds and international funds transfer
instructions). Protection against abuse is also triangulated by the fact that financial transaction activity involving a NFP organisation would, in the normal course, be identified by
the providers of other designated services it uses to deposit and transfer funds. The Commonwealth Attorney General also introduced guidelines and other educative initiatives to
assist NFPs to undertake risk assessments and minimise exposure to money laundering or
terrorism financing related exploitation.263
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Financial Action Task Force. 2005. Summary of Third mutual evaluation report on anti-money laundering
and the combating of financing of terrorism: Australia (Paris: OECD/FATF), http://www.fatfafi.org/dataoecd/60/33/35528955.pdf, p. 18.
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Financial Action Task Force. 2005. Third Mutual Evaluation Report on Anti-Money Laundering and
Combating the Financing of Terrorism – Australia (Paris: FATF/OECD), p. 125.
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Australian Transaction Reports and Analysis Centre. 2008. What constitutes a reporting entity. (Public
Legal Interpretation Series, No. 4 of 2008). http://www.austrac.gov.au/files/pli_4_reporting_entity.pdf.
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Australia. Department of the Attorney-General. 2009. Safeguarding your organisation against terrorism
financing: A guidance for non-profit organisations. (Canberra)
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AUSTRAC’s declaration that charity is one of the three principal methods by which
terrorism funds are raised in Australia has resulted in few public cases involving charities
and appears not to have hampered legitimate cross-border transactions by NFP organisations. Only two cases involving NFPs have been reported by AUSTRAC, although there
have been various press reports from time to time about terror financing through charity.264 In 2009, two people pleaded guilty to offences under the Charter of the United Nations Act 1945 (Cth) for making assets available to the Liberation Tigers of Tamil Eelam
(LTTE), an entity proscribed for the purposes of that Act.265 It was the prosecution’s case
that the defendants, as members of the Tamil Coordinating Committee, had played a role
in the collection and transfer of $1,030,259 in donations to the LTTE between 13 December 2002 and 12 October 2004. The case resulted in convictions.
Between 1990 and 1997, a person and members of his immediate family operated a
money laundering scheme through which at least A$48 million was transferred from Australia to Israel using a sham charity.266 The scheme centred on the use of an internal bank
management account that was opened in the name of United Charity, to give the appearance the deposited money was being used for genuine charitable purposes.267 The money
that was being laundered was the cash proceeds from Australian business activity that had
not been disclosed to the ATO and the businessmen claimed a tax deduction on the sham
charitable donation to bolster the appearance the account was being used to hold and
transfer funds for charitable purposes. The transactions escaped AUSTRAC scrutiny as
there was some degree of cooperation from within the bank. The laundering was detected
with the appointment of a new bank manager.268
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In 2010, Sidel summarised the effect of such provisions:
In Australia, there has been muted opposition in the face of little to no implementation of anti-terrorism law against the voluntary sector, though the listing and proscription of Australia-registered organisations under Australian law, or prosecutions
of terrorism case ties to charitable organisations, might change that picture.269
In 2012, the ACNC was established, addressing one of the recommendations for
“specific measures”, from the 2005 mutual evaluation. The ACNC was given the ATO’s
responsibility for vetting charities in relation to money laundering and terror financing. To
this was added scrutiny of governance issues within registered charities (which was not
part of the ATO’s regulatory toolbox).270 The ACNC has engaged in monitoring and
screening,271 as well as community education in relation to charities sending funds overseas.272
The ACNC Act also allows for the implementation of external conduct standards
for charities.273 However, regulations still have not been made in relation to these provisions, so the ACNC cannot take any action under them. The intended object of the standards was to give the public confidence that funds sent outside Australia by registered charities are reaching intended beneficiaries and being used for legitimate purposes, and that
funds and activities are not contributing to terrorist or other criminal activities. The proposed “in Australia” legislation, discussed above, was in part a further response to Australia’s obligations under the FATF arrangements.
Australia participated in another mutual evaluation in September 2014, the report
of which is due for release in February 2015.274 With the abolition of the ACNC pending,
and the return to the pre-ACNC situation, the next mutual evaluation report on these de269
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velopments will be instructive. In the meantime, AUSTRAC released a report in August
2014 “to strengthen the nation’s defences against terrorism financing by improving industry and public awareness of the risks.”275 This was within days of the Australian Government raising the risk alert for terrorism and announcing that military forces would be deployed to the Middle East. The assessment indicates that there is a high potential for crossborder charity to be used for terror financing, but the actual incidence is quite low. It noted that:
The risks associated with the misuse of charities and NPOs are high as these organisations offer the capacity for groups to raise relatively large amounts of money over
time. However, this risk should be considered in the context of the relatively low
incidence of terrorism financing in Australia, and the low value of funds suspected
to have been raised in Australia to date. While charities and NPOs are one of the
more significant Australian terrorism financing channels, they have not featured in
a large number of Australian terrorism financing cases. Rather than representing a
sector-wide risk, terrorism financing in Australia has been limited to a handful of
charities and NPOs.276
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