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Inquiry into the Disclosure regimes for Charities and not-for-profit organisations
Dear Committee members,

| am responding to your discussion paper requestibgnissions on the disclosure
regime for charities and not-for-profit organisaso In way of background, | worked
for 20 years in the audit division of a “Big 4” e¢tered accounting and during this
time managed the audits for a number of not-foftpemtities, ranging from

motoring organisations to private foundations tbamal sporting bodies.

The operations of not-for-profit organisations withich | have been involved have
been diverse. Accordingly, | am of the view itifficult to have a one size fits all
approach. Instead a tiered approach, which iscbaseind the concepts embodied in
the currenCorporations Act 2001 for differential reporting, would seem a suitable
approach for the not-for-profit sector. This isalissed further below and in addition
Appendix 1 contains responses to each QuestioGdasideration outlined in the
Background Paper.

Users

Prior to determining reporting requirements, ihécessary to first identify the users.
For not-for-profit organisations, the users carctesidered those who provide
monies to an organisation to further its objectiaed are dependent on regulatory
financial reporting to assess performance. Thesusar be analysed as follows:

* Programme Donors — individuals (and corporates) areanot members of an
organisation nor involved in its governance or nggmaent that give a
donation to a specific programme or appeal of afomprofit organisation (eg
Tsunami Appeal). These individuals are interegtetie outcome of the
specific programme or appeal.
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* General Donors — individuals who are not membenadrganisation nor
involved in its governance or management that gidenation to an
organisation, but not for a specific programme. détermine whether they
should make future donations they may desire tdarseeverall financial
performance of the organisation.

* Members — some not-for-profit organisations arecstired so that members
make annual contributions, which may include atrtglcertain services, as
well as participation in governance matters. Tseas the value of their
membership contributions they typically desireae the overall financial
performance of the organisation. The ability toess this information tends
to decrease as the number of members increase.

» Other Donors — these are individuals who are nefhegramme donors,
general donors nor members. As an example, ded philanthropists that
establish private foundations for causes such asecaesearch. Because of
their typically close relationship to the governammd management with the
not-for-profit organisation they do not require aubehal financial reporting to
assess that the donation has been used as intended.

* Government — governments often make grants toargpofit organisations.
However unlike donors, such grants are often mattereporting conditions
attached. Because of this ability to set reportiogditions, governments are
not dependent on regulatory reporting.

» Taxpayers — arguably as the provider of tax exemptitaxpayers are
interested in the financial performance of not{boofit organisations.
However, as the taxpayers are not making individllatation decisions, they
are not dependent on regulatory reporting, ratheln sterest is more akin to
being a stickybeak.

Based on the above analysis, two types of repontaegl to be considered — general
financial reporting and specific programme rep@tin

Cost versus benefit

After identifying the different potential usersettssue becomes at what level is
reporting required. Th€orporations Act uses a combination of size and
characteristics to define reporting and disclogingities. Using the concepts, the
following definitions should be considered for riot-profit organisations:

A Not-For-Profit Reporting Entity is a not-for-profit organisation that meets twa ou
of three of the following criteria (and is not atfior-profit disclosing entity):

i) more than 10 % of non-programme income from gercerabrs

i) more than $1 million non-programme income

iii) more than 100 members

A Not-For-Profit Disclosing Entity is a not-for-profit organisation that meets twa ou
of three of the following criteria:

iv) more than 50 % of non-programme income from gercerabrs

V) more than $10 million non-programme income

Vi) more than 1000 members
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A Not-For-Profit Non-Reporting Entity is a not-for-profit organisation that does not
meet the definition of eitheMot-For-Profit Reporting Entity or aNot-For-Profit
Disclosing Entity.

In addition, aReportable Programme is defined as a specific programme or appeal
seeking to raise (or actually raising) more thamilion of which greater than 10%
is expected to be obtained (or actually obtainemtpfProgramme Donors.

Reporting requirements

Both Not-For-Profit Reporting Entities andNot-For-Profit Disclosing Entities should
be required to lodge financial reports with ASIG@lanaintain a website where the
public can access the financial reports. The forefdal difference between the
different entities’ financial reports is the lewdldisclosure. The lodgement of the
financial report with ASIC should be treated adaejmg any existing lodging
requirements. In essence this means that Not-FaditRlon Reporting Entities
would be the only entities still lodging financiaformation (if any) with state
regulators.

As with company financial reports, the governanictne not-for-profit should sign

off the financial reports. In addition to any a@udiquirements imposed by relevant
incorporation legislation, Not-For-Profit DisclogifEntities should be subject to
audit. Extending audit requirements to smallertErgtimay not be cost effective
unless a pro-bono mandatory requirement is imposa@gistered company auditors,
similar to the pro-bono requirements imposed oitisots by the Victorian
Government.

For eachReportable Programme an entity (regardless of type) must maintain en it
website a Programme Report.

Financial reporting - Recognition and measurement

Whenever a not-for-profit organisation lodges ficiahinformation, it should be in
accordance with the recognition and measuremetetrieriof International Financial
Reporting Standards (IFRS) applicable to listedtiest The use of a common
measurement system is a fundamental for the wagtgaaperates and as a principal
applies equally to financial reporting. If a commty co-op greengrocer was to
measure fruit and veg using pounds and ounces a$éne next door supermarket
used kilos and grams, the consumer would be easilfused. Similarly, the
measurement of assets and liabilities used in ia&reporting needs to be uniform
regardless of an entity’s size or nature of openasti

Financial reporting - Presentation and disclosure

The determination of the presentation and disclsequirements is obviously a key
element and therefore in Appendix 2 and 3, propgseeral reporting requirements
and disclosure requirements are included. Commeatato rationale of some
disclosures is also included. It is expected tBbaclosure Standards” would be
issued under relevant enabling legislation for Rot-Profit organisations, possibly
under the basis that any not-for-profit entity segkax-exemption status would need
to be registered undemMot-for-profit Organisations Act.
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As part of our CER agreement with New Zealand jgrigposed that the final
responsibility for drafting the Disclosure Standabe held jointly by the Institute of
Chartered Accountants in New Zealand, the Instivfit€hartered Accountants in
Australia and CPA Australia with ratification bytbgarliaments or a minister.
Alternatively, the Australian Accounting StandaBtsard could be responsible for the
Disclosure Standards, however their relevance igagisantly declined with the
reversion of accounting standard setting respditgito London under IFRS.

Upfront disclosure

Establishing a disclosure regime for charities &land fine, however has little
benefit if it is not communicated to the users.ef@fore, it is important to consider
what upfront disclosure is made in the donatiorcess. In my opinion, the following
should be adopted:

» Caller id display — any not-for-profit organisatisaliciting donations through
cold calling should be required to have the cdlleof “Charity” displayed.
Similarly the ACMA “Do Not Call Register” should expanded to include a
separate section to opt-out of charity calls. &w®aBy, | do not donate to
charities that cold call me and this approachgseat way to ensure that
charities focus on those people who are interaatgi/ing in this manner.

* Agents on commission — similar to authorised regéng financial products,
for a donor to be aware as to whether the chagjpyasentative soliciting
donations is receiving commission can assist ierdahing whether to donate

* Reporting status and location identification —et time of making the
donation, the charity should identify whether iaiseporting or disclosing
charity and the website address for finding therepg. This information
should also be printed on any receipt provideddardeduction purposes.

| hope that you find the above comments of usenstettaking your inquiry and if |
can provide any clarification on the points diseasabove, please do not hesitate to
contact me.

Yours faithfully,

\

Rob Clough
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Appendix 1

Disclosures - Questions for consideration

i. Are current disclosure regimes for not-for-profganisation adequate?
* If so, why (taking into account concerns suclhase expressed IGhoice)?
* If not, why not?

No. From a donors perspective, there is insufficability to assess whether money
is used how it was expected or intended.

ii. What would be the potential advantages anddliantages for not-for-profit
organisations of moving towards a single nationsd¢ldsure regime? How might any
disadvantages be minimised?

Clearly the advantage from a community perspedsivvegreater ability to understand
the performance of the not-for-profit sector. Liémy reporting regime this has a cost
of compliance (be it in preparation and possiblgigu In addition, it may force some
organisations to re-assess their modus operaibeit & may be painful for those
individuals involved. The trick to minimising tleest of adoption is to set the level
of disclosure appropriately for different entities.

iii. Would a standardised disclosure regime asg$tfor-profit organisations who
undertake fundraising activities, and who operattonally, to reduce their
compliance costs if it meant that they would ordyé to report on fundraising to a
single entity (rather than reporting to each sasue territory)?

Intuitively yes, however this issue is best addrdsga submissions by not-for-profit
organisations.

iv. If there was to be a nationally consistenthtisure regime, should it apply across
all not-for-profit organisations or should diffeteegimes apply to different parts of
the sector? For example, should charities be uladitterently than other not-for-
profit entities?

The level of disclosure should depend on the nattioperations, however this
should be possible with a principals based discsegime. It would not be
beneficial to impose the same reporting requiresientsay a local community tennis
club (which is a not-for-profit) as the Red Crdsst this can be addressed through
tiering of reporting requirements.

v. If different regimes were to apply to differgydrts of the sector, how would this
be determined and why? For example, would it bedbas classifications . ie., as a
charity or deductible gift recipient . or would f@ifent regimes apply to different
organisations based on their annual financial wenor staffing levels (or some other
proxy for size and/or capacity)?

Refer main letter.
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Regulation - Questions for consideration

i. Does there need to be regulatory reform ofribiefor-profit sector?

If not:

* Why not?

» Are there alternative (non regulatory) meastinas might be taken by government
and the not-for-profit sector to address some efctbncerns raised by groups such as
Choice about the governance, standards, accountabilitgrandparency of not-for-
profit organisations who use public and/or governtiends?

* Who should be responsible for progressing anfdfwling these measures?

* How might the uptake of any such measures batored?

If so:

» What should be the objectives of reform?

* Are their minimum requirements that must be meirder for a national regulatory
system to be worthwhile?

» Should regulatory reform apply to the whole fartprofit sector, or only to
segments of the sector? For example, to chartbaspdies receiving public funds,
whether through grants or tax concessions; to Baalith a financial turnover about a
specified threshold etc?

* Where should the impetus for reform come fromtfoWwhould drive reform?

» What sort of consultation should be conductethemature of any regulatory
reform? How could input be facilitated from acréiss broad range of organisations
who comprise the not-for-profit sector?

 Are their particular models of regulation andéislative forms that would be
useful, in the Australian context, in improving gonance and management of
charities and not-for-profit organisations and @ecing for emerging social
enterprises? What are the perceived advantagesratisadvantages of these models?

The inconsistent disclosure regime is indicativa oked for some greater regulation
of not-for-profit organisations, however the key@ to go overboard and tailor the
regulation appropriately. The purpose of the katgpn should be to assist the public
in determining where to donate their monies. Bwyparing not-for-profits, the public
can then determine whether they wish to donateparicular not-for-profit with a
specific governance structure. In essence, méokets based on consumer
information should drive the outcome.

ii. Should there be a single national regulatortfi@ not-for-profit sector?

If not,

* Why not? What would be the disadvantages inrigaaisingle national regulator?

If so:

» Should a national regulator be responsibletierdntire not-for-profit sector or only
the charitable sector?

» Should the regulator be independent of govern#hen

» Where would the regulator be best located? kamgle, as a stand alone agency or
located within an existing institution, such as #estralian Securities and Investment
Commission.

» What would be the role of a national regulatéo? example, should it have an:

— educative/advisory role?

— enforcement role?

— mediation/dispute resolution role?
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» Should a national regulator be responsible fakimg decisions about charitable
status?

* How should any national regulator be funded?&@mple, by the federal
government, by federal, state and territory govesmis, on a cost recovery basis?

As noted in the main letter, Not-for-profit repoigi entities and Not-for-profit
disclosing entities should lodge financial informatwith ASIC. The role of ASIC
should be restricted to lodgement of returns alwitly financial reports and auditor
review. The decision of taxation status is a seeamatter for the ATO and should
be considered as part of the Government’s reviethetax system. As with existing
corporate returns to ASIC, there should be lodgerses.

iii. Should there be a single, specialist, legaldure for the not-for-profit sector?
If not,

* Why not? What would be the disadvantages inrttpsisingle, specialist, legal
structure for the not-for-profit sector?

If so, would this be best achieved through:

» A national legislation scheme, whereby currattanal and state and territory laws
relating to the not-for-profit sector are harmodig&to uniform law?; or

» The referral of powers from the states andttaigs to the Commonwealth,
allowing for incorporation of current laws relatit@the regulation of the not-for-
profit sector, for example, incorporations Acts &madraising Acts, into
Commonwealth legislation?

* What should be the minimum features of any lsgraicture?

No. In my opinion, the main issue is about tranepay and changing the legal
structure would not necessarily resolve this isBueadamentally, as long as the
governance and legal structure is communicatedéosun the financial reporting, |
cannot identify how the cost-benefit of any legalisture change would be
significantly favourable. Furthermore, | have danyhether constitutionally, the
Commonwealth Government could prohibit States festablishing legislation such
as theCancer Act 1958 (Vic).
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Appendix 2

Potential legislative provisions for reporting

1 Who has to prepare programme reports

(1) A programme report must be prepared for eapbrtable programme by:
(a) all disclosing not-for-profit entities; and
(b) all reporting not-for-profit entities; and
(c) all non-reporting not-for-profit entities.

2 Who has to prepare annual reports

(1) An annual report must be prepared for eacdmfiral year by:
(a) all disclosing not-for-profit entities; and
(b) all reporting not-for-profit entities.

(2) A non-reporting not-for-profit entity has togpare an annual report only if:
(a) itis directed to do so by ASIC; or

(b) a petition is signed by at least 5% of memliirees not-for-profit entity
within four months of the end of the financial yeancerned.

3 Preparation time frame

(1) A programme report required under section fr{&$t be prepared and lodged for
each reportable programme on the entity’s website:
(a) for reportable programmes that have not calezliat the end of the
financial year — within four months of the end loé ffinancial year
concerned; and

(b) within four months of the conclusion of thepogtable programme.

(2) An annual report required under section 2(liytnbe prepared and lodged with
ASIC and on the entity’s website within four montiighe end of the financial
year.

(3) An annual report required under section 2(2){ast be prepared and lodged
with ASIC and on the entity’s website within fouonths of the latter of the date
of the direction and the end of the financial yeamcerned.

(4) An annual report required under section 2(2)hst be prepared and lodged
with ASIC and on the entity’s website within fouonths of latter of the date of
submission of the petition to the governance ofdiiy and the end of the
financial year concerned.

4 Contents of annual report

(1) The annual report for a financial year corssdt
(a) the governance report for the year; and
(b) the financial report for the year; and
(c) the governance declaration about the finamejabrt; and
(d) the auditors report about the financial regibriny).
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5 Contents of a programme report

(1) A programme report consists of:
(a) a programme results statement; and
(b) a programme declaration.

6 Governance report

(1) The governance report must:
(a) be made in accordance with a resolution ofjtheerning body; and
(b) specify the date on which the report is maahet
(c) be signed by a member of the governing body.

(2) The entity reported on is:
(a) the entity (if consolidated financial statertsesre not required); or
(b) the consolidated entity (if consolidated finih statements are required).

General information about operations and activities

(3) The governance report for a financial yeartmus

(a) contain an overview of the entity’s main olipes, activities undertaken
to achieve those objectives and any significanbgha in the nature of
those objectives and activities during the year

(b) identify the key measures (financial or othisey used by the governing
body to assess performance of the entity; and

(c) contain a summary of the entity’s governartogcture, including
governing legislation and governing body committessl

(d) contain a review of operations during the yaahe entity reported on and
the results of those operations, including its grenfince against the
measures in paragraph (3)(a) and its financiatioosat the end of the
financial year; and

(e) give details of any significant changes inghéty’s state of affairs during
the year; and

() give details of any matter or circumstance thes arisen since the end of
the year that has significantly affected, or mayn#icantly affect:

() the entity’s operations in future financialays; or
(ii) the results of those operations in futureaficial years; or
(i) the entity’s state of affairs in future finaial years; and

(g) refer to likely developments in the entityjsesations in future financial
years and the expected results of those operatois;

(h) if the entity’s operations are subject to gayticular and significant
environmental regulation under a law of the Commeailtir or of a State
or Territory—give details of the entity’s perfornein relation to
environmental regulation; and

() give details of the entity’s registered offiaad principal place of business.

(4) The report may omit material that would othisewbe included under
paragraph (3)(g) if it is likely to result in unsemable prejudice to:

(a) the entity; or
(b) if consolidated financial statements are regis—the consolidated entity
or any entity (including the entity) that is pafttlee consolidated entity.
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If material is omitted, the report must say so.

Gover ning body information

(5) The governance report must include the folfmndetails for each member of the
governing body:
(a) the name of each person who has been a merther governing body of
the entity at any time during or since the enchefyear and the period for
which they were a member

(b) each member’s qualifications, experience spetial responsibilities; and

(c) the number of meetings of the governing boely lduring the year and
each member’s attendance at those meetings; and

(d) the number of meetings of each governing kmmymittee held during the
year and each member’s attendance at those meetimtys

(e) any interests (whether by shares, debentrigets, options or otherwise)
in the entity or any related body corporate oféhsty; and

(f) any contracts to which a member of the govagrbody is a party or under
which the member of the governing body is entitted benefit; and

(g) all directorships of listed companies or goweent enterprises held by the
member of the governing body at any time in the&y immediately
before the end of the financial year and the pefiooavhich each
directorship has been held; and

(h) remuneration received or receivable for thavriicial year.

Foecific information

(6) If the financial report for a financial yeaciudes additional information under
section 7 (information included to give true anid ¥éew of financial position
and performance), the governance report for thenfital year must also:

(a) set out the governing body’s reasons for fogihe opinion that the
inclusion of that additional information was ne@@g4o give the true and
fair view required by section 9; and

(b) specify where that additional information d¢anfound in the financial
report.

(7) The governance report for a financial year tnmdude details of:

(a) any dividends, distributions or the like parddeclared by the entity
during the year; and

(b) the name of each person who:

(i) is a member of the governing body of the grdit any time during the
year; and

(i) was a partner in an audit firm, or a directdran audit company, that
is an auditor of the entity for the year; and

(i) was such a partner or director at a time whige audit firm or the
audit company undertook an audit of the entity; and

(c) indemnities given and insurance premiums paid dusinsince the end of
the year for a person who is or has been a menfitthe governing body
or auditor; and

(d) the name and qualifications of the auditor, inahgdihe lead partner; and

(e) details of services and remuneration paid or paytbthe auditor of the
auditor for services provided during the finangiear; and
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(f) the remuneration policy for members of the gowvayibody.

7 Financial report

(1) The financial report for the year consists of:
(a) the financial statements for the year, conmis
(i) abalance sheet; and
(i) anincome statement; and
(i) a cash flow statement; and
(iv) a statement of accounting policies.
(b) the notes to the financial statements.

(2) The financial report for the year consists of:
(a) the financial statements in relation to thitgrand

(b) if the entity controlled other entities duritige financial year, the financial
statements in relation to the consolidated entitygrising the entity and
the entities that it controlled during the finangiaar.

8 Compliance with pronouncements, standards and gailations

(1) The financial report for a financial year gprgramme results statement must
comply with:

(a) the recognition and measurement requiremdrasamunting

pronouncements issued by the International Accagritandards Board,;
and

(b) the applicable requirements of disclosuredsdaas; and

(c) any disclosure requirements of the entity’sstitution or governing
legislation or rules.

(2) The financial report or programme report meghply with any further
requirements in the regulations.

9 True and fair view

(1) The financial report for a financial year mgi/e a true and fair view of:
(a) the financial position and performance ofehéty; and

(b) if consolidated financial statements are regis-the financial position
and performance of the consolidated entity.

(2) A programme results statement must give @and fair view of the financial
outcome of the reportable programme.

(3) This section does not affect the obligationamskction 6 for a financial
report or programme results statement to complig egicounting
pronouncements, standards or regulations.

10 Governance declaration

(1) The governance declaration must:
(a) be made in accordance with a resolution ofythesrning body; and
(b) specify the date on which the declaration &le) and
(c) be signed by a member of the governing body.
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(2) The governance declaration is a declaratiothbygoverning body of the entity:

(a) whether, in the opinion of the governing batigre are reasonable
grounds to believe that the entity will be able&y its debts as and when
they become due and payable; and

(b) whether, in the opinion of the governing botlyg entity has met and there
are reasonable grounds to believe that it will o to meet for the next
year the objectives of the entity, as outlinedsrconstitution, governing
legislation and rules; and

(c) whether, in the opinion of the governing botihe financial report is in
accordance with:

(i) section 8 (compliance with pronouncements)déads and
regulations); and

(i) section 9 (true and fair view).

11 Programme declaration

(1) The declaration must:
(a) be made in accordance with a resolution ofjtheerning body; and
(b) specify the date on which the declaration &le) and
(c) be signed by a member of the governing body.

(2) The programme declaration is a declaratiothlygoverning body of the entity:

(a) whether, in the opinion of the governing badgpome generated for the
programme has been used in accordance with thegmoge objectives
the objectives of the entity, as outlined in itegtitution, governing
legislation and rules; and

(b) whether, in the opinion of the governing botly programme results
statement is in accordance with:

(i) section 8 (compliance with pronouncements)géads and
regulations); and

(i) section 9 (true and fair view).

12 Audit

(1) A disclosing not-for-profit entity must haveetfinancial report for a financial
year audited in accordance with Australian AuditBtgndards by a registered
company auditor and obtain an auditor’s report.

(2) A reporting not-for-profit entity or a non-reqing not-for-profit entity must
have the financial report for a financial year &ediin accordance with
Australian Auditing Standards by a registered cameuditor and obtain an
auditor’s report if:

(a) itis required to do so under its constitutbmrgoverning legislation or
rules; or

(b) the governance of the entity determine toaws

(c) itis directed to do so by ASIC; or

(d) a petition is signed by at least 5% of memliirees not-for-profit entity

within four months of the end of the financial yeancerned requesting
So.

(3) An entity must have a programme results statgraudited in accordance with
Australian Auditing Standards by a registered cameuditor and obtain an
auditor’s report if:
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(a) itis required to do so under its constitutbmrgoverning legislation or
rules; or

(b) the governance of the entity determine toaws
(c) itis directed to do so by ASIC.

(4) The auditor’s report on a financial reporpoogramme results statement must
opine as to:

(a) whether, in the opinion of the auditor, theaficial report or programme
results statement is in accordance with:

(i) section 6 (compliance with pronouncements)géads and
regulations); and

(i) section 7 (true and fair view).

(b) whether the auditor has complied with the pefelence requirements of
his professional body
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Appendix 3

Potential Key Requirements for Disclosure StandardDS 1 —
Financial Report

Objective
1. The standard identifies key elements in the preseation of a financial report for a reporting
not-for-profit entity or a disclosing not-for-profi t entity.

2. The concept of materiality should be adopted.

3. All disclosure requirements apply to reporting notfor-profit entities. Only identified
disclosures apply to disclosing not-for-profit entiies.

Components of a Financial Report
4. As per the Act, a financial report comprises:
(a) a balance sheet;

(b) an income statement;

(c) a cash flow statement;

(d) statement of accounting policies; and

(e) notes to the financial statements.

5. The financial report should be presented in plai English

Terms such as “balance sheet” and “investmentsildhoe used instead of “statement of financial
position” and “financial assets” as these are teamesmore likely to be understood by users. The
financial reports of not-for-profit organisationgaimed more at the general public than investment
analysts for whom AIFRS disclosures as set by A®&Bl are aimed.

6. Where additional information is required to be dsclosed under section 9 to ensure the
financial report is True and Fair, the entity must disclose:

(a) the reason that the governing board believe thaompliance with recognition and
measurement requirements of international accountig pronouncements is misleading

(b) the period and adjustments necessary to the famcial report necessary to achieve a true and
fair view

7 . Each material class of similar items shall berpsented separately in the financial report. Items
of a dissimilar nature or function shall be presentd separately unless they are immaterial.

8. Assets and liabilities, and income and expenseahall not be offset unless required or permitted
by the recognition and measurement requirements an international accounting
pronouncement.

9. Except where identified otherwise in a Disclos@r Standard, comparative information shall be
disclosed in respect of the previous period for ahmounts reported in the financial report.
Comparative information shall be included for narrative and descriptive information when it is
relevant to an understanding of the current periods financial report.

Programme / General Distinction

10. The balance sheet, income statement and caldwf statement must have separate disclosure
columns for “programme”, “general” and “total”, unl ess the organisation does not have specific
programme activities.

Unlike commercial organisations, not-for-profit argsations often have specific programmes (or

appeals) that vary significantly from year-to-yead involve restricted use income and assets. By
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separating these items on the face of the primatgrments, users can more easily assess the
underlying performance and position of a not-foofjirentity.

Balance Sheet

Current/Non-current Distinction

11. An entity shall present current and non-currentassets, and current and non-current
liabilities, as separate classifications on the facof its balance sheet.

Current Assets

12. An asset shall be classified as current whengétisfies any of the following criteria:

(a) it is expected to be realised in, or is intendefor sale or consumption in, the entity’s normal
operating cycle;

(b) it is held primarily for the purpose of being traded;

(c) it is expected to be realised within twelve mdhs after balance date; or

(d) it is cash or a cash equivalent (as defined ®MASB 107) unless it is restricted from being
exchanged or used to settle a liability for at leagwelve months after balance date.

All other assets shall be classified as non-current

Current Liabilities

13. A liability shall be classified as current wheirit satisfies any of the following criteria:

(a) it is expected to be settled in the entity’s monal operating cycle;

(b) it is held primarily for the purpose of being traded;

(c) it is due to be settled within twelve months &ér balance date; or

(d) the entity does not have an unconditional righto defer settlement of the liability for at least
twelve months after balance date.

All other liabilities shall be classified as non-crrent.

Information to be Presented on the Face of the Bafeee Sheet

14. As a minimum, the face of the balance sheet shaclude line items that present the following
amounts to the extent that they are not presentecdhiaccordance with paragraph 15:
(a) property, plant and equipment;

(b) intangible assets;

(c) investments

(d) biological assets;

(e) inventories;

(f) trade and other receivables;

(g) cash and cash equivalents;

(h) trade and other payables;

(i) provisions;

() borrowings;

(k) liabilities and assets for current tax, as defied in IAS 12Income Taxes;

() deferred tax liabilities and deferred tax assed, as defined in IAS 12;

(m) minority interests

(n) members balances

(o) accumulated surplus

(p) reserves

15. The face of the balance sheet shall also inckitine items that present the following amounts:
(a) the total of assets classified as held for sedad assets included in disposal groups classified
held for sale in accordance with IFRS SNon-current Assets Held for Sale and Discontinued
Operations; and

(b) liabilities included in disposal groups classiéd as held for sale in accordance with IFRS 5.

16. Additional line items, headings and subtotalshslll be presented on the face of the balance
sheet when such presentation is relevant to an unc¢anding of the entity’s financial position.

17. When an entity presents current and non-currenaissets, and current and non-current

liabilities, as separate classifications on the facof its balance sheet, it shall not classify defed
tax assets (liabilities) as current assets (liabiles).
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Income Statement
Information to be Presented on the Face of the Ineoe Statement

18. As a minimum, the face of the income statemeshall include line items that present the
following amounts for the period:

(a) total revenue;

(b) finance costs;

(c) equity-accounted results;

(d) tax expense;

(e) a single amount comprising of (i) the post-tagurplus or loss of discontinued operations and
(ii) the post-tax gain or loss recognised on the rasurement to fair value less costs to sell or on
the disposal of the assets or disposal group(s) &tituting the discontinued operation; and

(f) surplus or loss.

19. The following items shall be disclosed on thade of the income statement as allocations of
profit or loss for the period:

(a) surplus or loss attributable to minority interest; and

(b) surplus or loss attributable to equity holdersof the parent.

20. Additional line items, headings and subtotalshall be presented on the face of the income
statement when such presentation is relevant to amderstanding of the entity’s financial
performance. Where any of the following line item&xceed 10% of total revenue they should be
disclosed on the face of the income statement:

(a) donations;

(b) bequests;

(c) members contributions;

(d) investment revenue;

(e) government grants

To ensure consistency between not-for-profit org@tions, the key income streams should be
separately disclosed on the face of the incomersiatt, if material. The actual categories should be
refined after consultation with the not-for-praféctor.

21. An entity shall present an analysis of expensasing a classification based on the nature of
expenses. Where any of the following line items exed 10% of total expenses they should be
disclosed on the face of the income statement:

(a) employee benefits expense;

(b) other employee-related costs;

(c) depreciation and amortisation;

(d) payments to recipients;

(e) occupancy costs

(f) communication costs

To ensure consistency between not-for-profit orggtions, the key expense streams should be
separately disclosed on the face of the incomersiatt, if material. The actual categories shoeld b
refined after consultation with the not-for-prafictor.

Cash Flow Statement

22. An entity shall present a cash flow statementrgpared in accordance with the requirements
of AASB107, except that the direct method of pres¢ation must be adopted.

For not-for-profit entities, the operating cashiflis one of the most meaningful measures of
performance and therefore the use of the direchoaeprovides high value to users.

Statement of Accounting Policies

Basis of preparation

23. An entity should disclose key elements of the basi$ preparation of the financial report,
including

(&) The presentation currency
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(b) Whether the accrual accounting has been adopted the financial report, except for cash
flow information

(c) The entities covered by the financial report, inclding any alternative name used in the
previous financial report

(d) The balance date and period covered for both the ctent period and comparative period

(e) The level of rounding used in the financial report

24. An entity shall disclose whether the presentath and classification of items is consistent with
the previous financial report. Where the presentéabn or classification has changed, the
comparatives shall be adjusted and the nature andnaount of adjustment identified.

25. An entity shall disclose whether the financialeport is prepared on a going concern basis.
(a) When the financial report is not prepared on ayoing concern basis, the basis on which the
financial report is prepared and the reason why theentity is not regarded as a going concern
shall be disclosed.

(b) When the governing body is aware of material ucertainties related to events or conditions
that may cast significant doubt upon the entity’s &ility to continue as a going concern, those
uncertainties shall be disclosed.

Significant accounting standards and selections

26. An entity shall identify those international acounting pronouncements having significant
impact on the recognition and measurement of the ¢ity’s financial information. An entity shall
disclose any selections made under international asunting pronouncements to adopt a certain
recognition and measurement option.

In considering accounting policies, for many ugbeskey issue is which decisions the entity hasemad
where there are options — eg are investments befthturity or carried at fair value. By focussing
this disclosure rather than regurgitating accognsitandards, the user has a greater ability to
understand decisions of management.

Critical judgements

27. An entity shall disclose critical judgements tat the governing body has made in the
process of applying the recognition and measuremenéquirements of international accounting
pronouncements.

28. Where an entity has specific programmes, an atyt shall disclose as critical judgements
details of the following:

(a) the basis for allocating administration and overhed costs to specific programmes

(b) the basis for allocating asset usage costs to sgiegprogrammes

One of the most difficult issues in reviewing theéame of specific programmes is trying to
understand the basis that administration and aib&ts are allocated to the programmes.

Key assumptions

29. An entity shall disclose information about thenature and amount of key assumptions that
have a significant risk of causing a material adjugnent to the carrying amounts of assets and
liabilities within the next annual reporting period. The detail may be transferred to the Notes to
the Financial Statements.

Notes - General

Structure

30. The notes shall provide additional informatiorthat is not presented on the face of the balance
sheet, income statement, statement of accountinglimées or cash flow statement, but is relevant
to an understanding of any of them.

31. Notes shall, as far as practicable, be presedta a systematic manner.
32. An entity shall disclose further subclassificabns of the line items presented in the balance

sheet, income statement and cash flow statementassified in a manner appropriate to the
entity’s operations.
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33. An entity shall disclose, either on the face tifie balance sheet or in the notes, details of any
individual asset (or asset category) or individualiability (or liability category) that exceeds 10%
of net assets.

Donations
34. An entity shall disclose details on donationfcluding the number of donors and any key
conditions of donation. Any individual donation that exceeds 10% of revenue must be disclosed.

35. Where donations exceed 10% of revenue, an dawgtshall disclose the direct cost of generating
donations split between commissions, other employbenefit expenses, employee related costs
and other costs.

The efficiency of organisations in raising revemieften of interest to users.

Bequests and grants

36. An entity shall disclose details on bequests@grants, including information as to bequests
and grants expected but not recognised (due to indlty to measure) and any key conditions of
bequests and grants received. Any individual beqs¢ or grant that exceeds 10% of revenue must
be disclosed.

Involvement

37. An entity shall disclose detail of average futime-equivalent employee numbers throughout
the period, along with the number of volunteers thoughout the year (unless impracticable).

In assessing the performance of a not-for-profijaoisation the number of people involved is a key
measure.

Service delivery

38. An entity shall identify the primary activities of the not-for-profit organisation along with
number of individuals receiving service or benefifrom the entity during the period for each

activity along with the number of units of the serice or good delivered for each activity. The cost

of service or good delivery, both direct and tota{including overheads) should be reported for

each activity.

Typically not-for-profit organisations operate withe provision of a key service. For instance a
housing service may have a number of houses fazthndninumber of homeless people use this service.
Disclosure of these numbers enables the user terstachd the context of the operation of the not-for
profit.

Reportable programmes

39. An entity shall identify all reportable programmes that form part of the programme
disclosures in the primary statements. For any reprtable programme that constitutes more
than 10% of total revenue or 10% of total expenseshe following should be disclosed:

(a) the objectives of the reportable programme, irlading the key financial and non-financial
measures

(b) the income and expenditure items of the programe

(c) assets and liabilities of the programme, includg details of any contingent liabilities relating
to cancellation of the programme

(d) expected conclusion date of the programme anthé¢ expected treatment of any surplus

(e) the number of beneficiaries and units of servicor goods delivered during the period
Understanding the nature of key tied programmesiges a greater understanding to the operations of
the not-for-profit

Equity

40. An entity shall disclose the following, eitheon the face of the balance sheet or in the notes:
(a) for each class of share capital:

(i) the number of shares authorised,;

(ii) the number of shares issued and fully paid, ashissued but not fully paid;

(iii) par value per share, or that the shares haveo par value;

(iv) a reconciliation of the number of shares outstnding at the beginning and at the end of the
period;

(v) the rights, preferences and restrictions attating to that class including restrictions on the
distribution of dividends and the repayment of captal;
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(vi) shares in the entity held by the entity or byits subsidiaries or associates; and

(vii) shares reserved for issue under options andatracts for the sale of shares, including the
terms and amounts; and

(b) a description of the nature and purpose of eacteserve within equity.

41. An entity without share capital, such as a partership or trust, shall disclose information
equivalent to that required by paragraph 76(a), shaing changes during the period in each
category of equity interest, and the rights, prefeences and restrictions attaching to each category
of equity interest.

42. An entity shall disclose the amount of dividerglrecognised or declared as distributions to
equity holders during the period, and the related enount per share, including details of any
franking. An entity shall disclose the amount of fanking credits available for subsequent
reporting periods.

Often not-for-profit groups have trapped frankimgdits.

43. A disclosing not-for-profit entity shall disclese information that enables users of its financial
report to evaluate the entity’s objectives, policie and processes for managing capital.

44. An entity shall disclose the name of the audit@nd the amounts paid or payable to:

(a) the auditor of the entity for an audit or a review of the financial reports of the entity;

(b) the auditor of the entity for non-audit services in relation to the entity, disclosing separately
the nature and amount of each of the non-audit seiwes provided by the auditor; and

(c) arelated practice of the auditor for non-audit services in relation b the entity, disclosing
separately the nature and amount of each categoryf aon-audit service.

45. An entity shall disclose the nature and amourdf each individual and each class of capital
commitments and of other expenditure commitments adracted for as at balance date, other
than commitments for the supply of inventories, wigh have not been recognised as liabilities.
The disclosures shall be made in the following timeands, according to the time that is expected
to elapse from balance date to their expected dat# settlement:

(a) within twelve months;

(b) twelve months or longer and not longer than fie years; and

(c) longer than five years.

Other disclosures

46. Where material, the disclosure requirements ddll Australian Accounting Standards except
for AASB101 should apply to disclosing not-for-prott entities and reporting not-for-profit
entities, except for the following standards that nly apply to disclosing not-for-profit entities:
AASB3 — Business Combinations

AASB4 — Insurance Contracts

AASB7 — Financial Instruments

AASB8 — Operating Segments

AASB112 — Income Taxes

AASB127 — Consolidated and Separate Financial Statents

AASB128 — Investments in Associates

AASB131 - Interests in Joint Ventures

AASB1023 — General Insurance Contracts

AASB1038 - Life Insurance Contracts

For the purposes of AASB124 (Related Parties), astilosing not-for-profit entity is not a
disclosing entity.

It may be more beneficial to separately reissualtbelosure requirements of AASBs as separate
disclosure standards.
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Potential Key Requirements for Disclosure StandardDS 2 —
Programme Results Statement

Objective
1. The standard identifies key elements in the preseation of a financial report for a reporting
not-for-profit entity or a disclosing not-for-profi t entity.

2. The concept of materiality should be adopted.

Programme Results Statement

3. The results statement shall disclose the programe background including:
(a) the name of the entity

(b) the objectives of the reportable programme,

(c) the key financial and non-financial measures afuccess.

(d) the expected conclusion date of the programmend

(e) the expected treatment of any surplus

4. The results statements should disclose two colas— the period of the statement and
cumulative to date.

5. The results statement should identify the compamts of the income and expenditure items of
the programme, including:

(a) the amount obtained from donations

(b) the direct cost of generating donations chargetb the programme

(c) the administration and overhead costs allocatetb the programme

(d) the asset usage costs charged or allocated b tprogramme

(e) the direct cost of service or goods delivery tiie programme

6. An entity shall confirm that income and expenditire has been recognised, measured and
allocated in accordance with the most recent publiged financial report. Where there is variance
that is relevant to the programme the nature and irpact of the change in policies must be
disclosed.

7. The results statement should disclose the assatdl liabilities of the programme as at the
statement date, including details of any contingentabilities relating to cancellation of the
programme.

8. The results statement should include the actualuitcome compared against the measures

identified in paragraph 3(c), including the numberof beneficiaries and units of service or goods
delivered.
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