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GOVERNANCE

TARGETED FUNDING CRITICAL FOR NFPS’ SURVIVAL

The Australian Institute of Company Directors annual NFP
Governance and Performance Study reveals that many
organisations’ future was under threat even before the
challenges of COVID-19.

While most NFPs expected to make a loss this financial
year, almost 40 % had made a loss in the previous three
years.

COVID-19 unsurprisingly dealt a huge financial blow to
the NFP sector. However, the study reveals that many
organisations were facing considerable financial
challenges even before the crisis.

AICD managing director and CEO Angus Armour said:
‘Many organisations entered the pandemic already facing
serious financial challenges and COVID-19 intensified that
pressure, pushing boards and organisations to their
limits.

‘Just when demand for NFP services increased, their
revenue took a huge hit. The government’s JobKeeper
program has been nothing short of a lifeline for many,
but significant concerns remain about how organisations
will manage when the current scheme ends.

‘These organisations need to be able to continue their
vital work through the pandemic and on the other side,
but unless issues of funding are addressed, it is likely
some will be forced to wind up.

‘Given the vital role these organisations play in our
society, targeted assistance is required to ensure [they]
survive over the long-term.’

The study highlights the disparity of differing NFP
categories to navigate the crisis. Arts, sports, and health
NFPs, as well as the aged-care sector see greater impacts
than those operating in other areas.

Sources of funding play a significant role, organisations
reliant on government funding faring better than those
depending on philanthropy and face-to-face fundraising.

Key findings from the study are:

e In FY20 the number of respondents expecting to
make a profit dropped to 48 %, with over half
expecting to make a loss, break even or come
close

e 55 % of survey respondents noted that their
organisation was receiving JobKeeper payments.
However, more than a third of organisations
were ineligible

e With boards focused on the survival of their
organisations, merger activity and discussions on
mergers reduced considerably. Only 3 % of
directors reported that they were in the midst of
a merger, down from 5 % last year

e One-third of respondents stated that their
financial positions were unaffected by COVID-19

e The onset of COVID-19 brought immediate
change, 77 % reporting that their organisation
significantly changed the way it operated

e Directors were particularly proud of their NFP’s
response to COVID-19, 90 % agreeing or strongly
agreeing that their organisation had responded
well to the crisis

e When asked to rate the effectiveness of their
organisation in achieving its stated purpose,
sentiment was higher (94 %) than in previous
years

o 87 % of directors said they were worried about
the Australian economy, and there was a high
degree of uncertainty about the future, and

® 44 % of respondents expected client numbers to
increase and 45 % predicted that service volumes
would increase. 27 % expected a decrease in
clients.



THOUGHTS ON PAYING NFP
BOARDS

Chartered Accountants Australia and New Zealand has
released Remunerating Not-for-profit Directors, which
covers key factors NFPs should consider in determining
whether those charged with governance should be paid.

The paper includes a checklist highlighting aspects to be
considered when contemplating the move.

Among factors are an entity’s constitution, funding
constraints, potential tax implications, and key
agreements. An analysis of the pros and cons of
remunerating boards is outlined.

The case for remunerating boards centres on a need to
attract skilled and diverse people and recognise their
time and effort.

The argument for not remunerating them is focused on
reducing potential liability risks associated with being a
director.

Paying directors might also be contrary to the spirit of the
NFP sector. Many believe that all of an NFP’s resources
should go to furthering the organisation’s purpose.

Download the paper from the CA ANZ website.

REVISED CORPORATE
PRINCIPLES TAKE EFFECT

Revised ASX Corporate Governance Principles and
Recommendations apply to entities admitted to the ASX
official list and are effective for 31 December reporting
periods.

As they reflect a contemporary view of appropriate
corporate-governance standards, other bodies might find
them helpful in formulating governance rules and
practices.

The principles and recommendations adapted for NFPs in
summary are:

Principle

Description

Lay solid foundations for
management and oversight

Clearly  delineate the
respective  roles and
responsibilities of boards
and management and
regularly review their
performance

Structure the board to be
effective and add value

Boards should be of an
appropriate  size  and
collectively  have the
skills, commitment, and
knowledge of the entity
and the industry in which
they operate to enable
them to discharge duties
effectively and to add
value

Instil a culture of acting
lawfully,  ethically, and
responsibly

Instil  and  continually
reinforce a culture across
the organisation of acting

lawfully, ethically, and
responsibly
Safeguard the integrity of | Have appropriate
corporate reports processes to verify the
integrity of corporate
reports

Recognise and manage risk:

Establish a sound risk
management framework
and periodically review its
effectiveness

Remunerate fairly and
responsibly

Pay director
remunerations sufficient
to attract and retain high-
quality people and design

executive remuneration
to attract, retain and
motivate high-quality
senior executives,

aligning their interests
with the creation of value
for security holders and
entities’” values and risk
appetite

NFPs might wish to review their corporate-governance
policies and procedures using ASX Corporate Governance
Principles and Recommendations as a reference.

Download it at the ASX website.




IA ISSUES HELPFUL GOVERNANCE TOOLS

The Institute of Internal Auditors in Australia has issued
the following publications, which should interest boards
and management:
e Procurement integrity
e 20 Critical Questions — What to ask yourself
during a pandemic lockdown
e 20 Critical Questions — What directors should ask
of business continuity, and
e 20 Critical Questions — What directors should ask
of compliance.

In its ‘20 critical questions’ series, the institute has
examined what directors should ask of risk management.

Questions are posed under headings such as risk-
management foundations, risk assessment, risk registers
and review.

The first is ‘Does the organisation have (a) risk
management framework aligned to an appropriate
standard such as I1SO 31000:2018 ‘Risk management —
Guidelines’ (b) defined risk appetite ideally encapsulated
in a risk appetite statement?’

And a ‘killer question’ is posed. ‘How does management,
audit or risk committee and board of directors clearly
know the organisation has identified and is effectively
managing its risks in a timely way?’

'FINANCIAL REPORTING INSIGHTS|

NEW SPFS DISCLOSURES TAKE EFFECT

Under AASB 2019-4 Amendments to Australian
Accounting Standards — Disclosure in Special Purpose
Financial Statements of Not-for-Profit Private Sector
Entities on Compliance with  Recognition and
Measurement Requirements, new disclosure
requirements take effect for the first time for financial
years ending 31 December.

NFPs will need to make new disclosures about their
compliance  with  recognition and measurement
requirements in Australian accounting standards’

They apply to:

e Charities registered with the ACNC with an
annual revenue of $250,000 or more preparing
special-purpose financial statements, and

e NFPs lodging SPFSs with the Australian Securities
& Investments Commission under the
Corporations Act 2001 (for example, companies

limited by guarantee).

Your SPFSs will need to disclose:

e Why the decision was made to prepare an SPFS

e For each material accounting policy that does not
comply with the recognition and measurement
requirements, an indication of where it does not
comply, or that the assessment has not been
made

e The overall compliance of your SPFS with the
recognition and measurement requirements of
accounting standards (except for consolidation
and equity accounting), or whether this
assessment has not been made, and

e How the consolidation-and-equity accounting
requirements have been applied.

AASB 2019-4 makes amendments to AASB 1054
Australian Additional Disclosures.



REVISED DEFINITION OF MATERIALITY OPERATIVE

The definition of ‘material’ in AASB 101 Presentation of
Financial Statements has been amended and applies to
the 31 December balance date for the first time. The
changes made by AASB 2018-7 Amendments to
Australian Accounting Standards — Definition of Material
are subtle but significant.

As materiality drives accounting standards’ recognition,
measurement, and disclosure, the revised definition and
application guidance should significantly influence how
boards, accountants and auditors make their financial-
reporting decisions and disclosures.

The revised definition: ‘Information is material if
omitting, misstating or obscuring it could reasonably be
expected to influence decisions that the primary users of
general-purpose financial statements make based on
those financial statements, which provide financial
information about a specific reporting entity.” (Emphasis
added.)

Materiality depends on the nature or magnitude of
information, or both. An entity assesses whether
information, either individually or in combination with
other information, is material in the context of its
financial statements taken as a whole.

Information is obscured if it is communicated in a way
that would have a similar effect to omitting or misstating
the information for financial-statement primary users.

Following are examples of circumstances that may result
in material information being obscured:

e Information regarding a material item,
transaction or other event is disclosed in the
financial statements but the language used is
vague or unclear

e Information regarding a material item,
transaction or other event is scattered
throughout the financial statements

e Dissimilar items, transactions or other events are
inappropriately aggregated

e Similar items, transactions or other events are
inappropriately disaggregated, and

e The understandability of financial statements is
reduced because of material information being
hidden by immaterial information to the extent
that a primary user is unable to determine what
information is material.

Assessing whether information could reasonably be
expected to influence decisions made by primary users
requires an entity to consider users’ characteristics and
its own circumstances.

Many existing and potential investors, lenders, and other
creditors cannot require reporting entities to provide
information direct to them and must rely on general-
purpose financial statements for much of the financial
information they need. Consequently, they are the
primary users to whom general-purpose financial
statements are directed.

Practice statement 2 Making Materiality Judgements and
the Framework applicable to NFPs should help in making
materiality decisions.




ASIC FOCUS AREAS FOR 31
DECEMBER

Under COVID-19 conditions, ASIC expects directors,
preparers of financial reports and auditors to pay
particular attention to asset values, provisions, solvency
and going concern assessments, events occurring after
year-end and before completing a financial report, and
disclosures in financial reports and operating and
financial reviews.

Assumptions underlying estimates and assessments
should be reasonable and supportable. Assumptions
should be realistic,c and not overly optimistic or
pessimistic.

Disclosures about uncertainties, key assumptions and
sensitivity analysis are important to investors.

OFRs should complement the financial report and tell the
story of the pandemic’s effects on a business. Underlying

drivers of results and financial position should be
explained as well as risks, management strategies, and
prospects.

Appropriate experience and expertise should be applied
in reporting, particularly in more difficult and complex
areas such as asset values and other estimates.

Directors and auditors should be given sufficient time to
consider reporting issues and to challenge assumptions,
estimates, and assessments.

Directors should make appropriate enquiries of
management to ensure that key processes and internal
controls have operated effectively during periods of
remote work.

ASIC has also extended by a month the deadline for
lodging financial reports for certain balance dates up to
and including 7 January.

CORONAVIRUS
. OUTBREAK

X

COVID-19 AND GOING CONCERN

COVID-19 is having an unprecedented impact on the economic outlook for Australian and global economies.

For 31 December balance date, many NFPs for the first time will be required to consider in more detail their solvency and

ability to continue operating as a going concern.

Surprisingly, there are only two paragraphs in AASB 101 Presentation of Financial Statements that directly address the

going-concern basis:

25 When preparing financial statements, management shall make an assessment of an entity’s ability to continue as a
going concern. An entity shall prepare financial statements on a going concern basis unless management either intends to
liquidate the entity or to cease trading or has no realistic alternative but to do so. When management is aware, in making
its assessment, of material uncertainties related to events or conditions that may cast significant doubt upon the entity’s
ability to continue as a going concern, the entity shall disclose those uncertainties. When an entity does not prepare
financial statements on a going concern basis, it shall disclose that fact, together with the basis on which it prepared the
financial statements and the reason why the entity is not regarded as a going concern.’



26 In assessing whether the going concern assumption is appropriate, management takes into account all available
information about the future, which is at least, but is not limited to, twelve months from the end of the reporting period.
The degree of consideration depends on the facts in each case. When an entity has a history of profitable operations and
ready access to financial resources, the entity may reach a conclusion that the going concern basis of accounting is
appropriate without detailed analysis. In other cases, management may need to consider a wide range of factors relating
to current and expected profitability, debt repayment schedules and potential sources of replacement financing before it
can satisfy itself that the going concern basis is appropriate.’

To help with this assessment, the Australian Accounting Standards Board and the Auditing and Assurance Standards Board
have released a new 27-page publication The Impact of COVID-19 on Going Concern and Related Assessments. It provides
an overview of directors’ and management’s responsibilities. They are:
e Duties in relation to assessments of solvency and going concern, how these concepts interact and how they might
be affected by COVID-19, and
e Responsibilities to assess whether the going-concern basis of preparation is appropriate and how this affects
preparation and disclosures in financial statements.

The publication is available here.

AASB 1060 General Purpose Financial Statements —
Simplified Disclosures for For-Profit and Not-for-Profit
Tier 2 Entities will apply for financial years beginning on
or after 1 July 2020.

NEW AASB FAQS ON INITIAL
RECOGNITION OF AN ASSET

Staff FAQs for NFPs have been extended to assist with

accounting for transactions relating to AASB 1058 Income
of Not-for-Profit Entities.

They may be grants for activities that an NPF has partially
but not yet fully performed. Equally, grant funding in
cash or another asset has not yet been fully received.

In circumstances such as accrued grants a non-cash asset
might exist (for example, a financial asset under AASB 9
Financial Instruments representing a contractual right to
receive cash) and should be recognised and appropriately
described in the statement of financial position.

The focus is on initial recognition of this type of asset,
although consequential matters relating to the
recognition of associated income are also addressed.

The FAQ includes a simple practical example to illustrate
the accounting.

NEW DISCLOSURE STANDARD
FORTIER 2

Disclosures relevant to Tier 2 entities have been detailed in a
new standard — shading will no longer be used to show which

disclosures in other standards may be omitted.

It aims to reduce the reporting ‘burden’ of for-profit and
not-for-profit entities using current Tier 2 requirements
for preparing general-purpose financial statements.
Some existing disclosures have been removed and new
disclosures required.

AASB 1060 does not change which entities are permitted
to apply Tier 2 reporting requirements nor Tier 2’s
recognition and measurement requirements, which are
the same as for Tier 1 entities.

If you have to step up from special-purpose to general-
purpose financial reports you will see an overall increase
in disclosures (for example, in related parties, tax and
financial instruments), but you will also be able to
remove some disclosures because of not having to
comply fully with:

e AASB 101 Presentation of Financial Statements

e AASB 107 Statement of Cash Flows

e AASB 108 Accounting Policies, Changes in

Accounting Estimates and Errors
e AASB 1048 Interpretation of Standards, and
e AASB 1054 Australian Additional Disclosures.

Early adoption of AASB 1060 is encouraged via special
transitional relief (provided in AASB 2020-2) from
disclosing certain comparative information in the first
year.


https://www.aasb.gov.au/admin/file/content102/c3/AASB-AUASB_TheImpactOfCOVID19_05-19.pdf

PROPOSALS FOR TRANSITION
BETWEEN REPORTING TIERS

Exposure draft 306 Transition Between Tier 2 Frameworks
for Not-for-Profit Entities proposes limited comparative-
information relief for NFPs adopting AASB 1060 General
Purpose Financial Statements — Simplified Disclosures for
For-Profit and Not-for-Profit Tier 2 Entities.

Currently, NFPs cannot access the same comparative-
information relief that is available to for-profit private-
sector entities.

The draft proposes limited relief for NFPs that adopt AASB
1060 for reporting periods beginning before 1 July. No
comparative information in the notes to financial

statements are required if an entity had not previously
disclosed the comparable information in its most recent Tier
2 general-purpose financial statements.

ACNC ACTIVITIES

ACNC REPORTS MORE THAN $195 MILLION |

REPORT REVIEWS NFPS’ SERVICE-
PERFORMANCE REPORTING

Under the Australian reporting framework, disclosure of
service-performance information is mostly unregulated
for NFPs.

Due to a general lack of emphasis on non-financial
information in both national and state legislations,
efficiency information being reported by NFPs is
insufficient to meet users’ need.

For charities, stakeholders compare their overall
objectives with service-performance disclosures.

Appropriate guidance is required on mandatory
disclosures about linking efficiency information to
mission-related objectives and long-term goals.

AASB research report 14 Literature Review: Service
Performance Reporting for Not-for-Profits reviews both
Australian and international literatures. It suggests that
the introduction of a tiered service-performance
reporting framework could assist in alleviating
operational and cost pressures on smaller NFPs.

The report supports the AASB's Management
Commentary and Service Performance Reporting project
to determine whether the International Accounting
Standards Board’s practice statement 1: Management
Commentary being updated by the IASB can be
adequately adapted to become mandatory.
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'REVENUE ERRORS IN

2018

The Australian Charities and Not-for-profits Commission has disclosed errors totalling $195,522,440 in 2018 information

statements and financial reports.

The faults were catalogued in the commission’s Reporting statistics for the 2018 reporting period.

Amendments to the ACNC register have corrected $195,522,440 in revenue and $614,226,373 in assets.



Key findings included:

e 68 % of charities selected the correct type of financial report to submit with their AlS. Of the remainder, the most
common errors were the misclassification of the reduced-disclosure requirement in general-purpose financial
statements and special-purpose financial statements as general-purpose statements

e 21 % incorrectly stated they were using transitional reporting arrangements — where the ACNC accepts financial
reports prepared for and submitted to other regulators. These charities stated that they had to report to another
regulator when in fact there was a streamlined reporting arrangement in place with the regulator. the charities
were required to submit a report only to the ACNC

e 17 % incorrectly identified their financial report as ‘consolidated” when it was in fact a single-charity report

e 42 % of charities that submitted a consolidated report provided figures for the group instead of information for an
individual charity

e 75 % of financial reports included a complete set of financial statements. Of the remaining 25 %, the most
common missing figures were statements of changes in equity and cash flow, and

o A lack of disclosures about whether charities were for-profit or not-for-profit for financial-reporting purposes and
the absence of whether a legislative framework under which the financial report was prepared complied with the
ACNC Act.

The commission stressed that it would continue to review charities’ reports to ensure compliance with ACNC requirements.
It would ensure that financial information charities provided matched the information in their formal statements.

KNOW TO WHOM YOU MUST The ACNC may use its discretion to accept documents

that were originally prepared for another regulator.
REPORT

‘The extension will reduce red tape for over 7000

An ACNC objective is to ‘promote the reduction of charities and allow them to focus on philanthropy and

unnecessary regulatory obligations on the Australian not- giving,” said assistant minister for finance, charities, and

for-profit sector’. electoral matters Zed Seselja.

The commission has produced a table-by-charity It will be in place for five financial years from 2019-20.

structure summarising annual reporting obligations and The previous extension of the arrangements applied until

fundraising licence requirements by state. the 2018-19 financial year.

For information go here. Since 2012, the ACNC has streamlined reporting
requirements for incorporated associations with several

The federal government is continuing to support states and territories, including the Australian Capital

philanthropic work by announcing a further extension of Territory, New South Wales, Northern Territory, South

the ACNC's transitional-reporting arrangements. Australia, Tasmania, and Victoria.

They aim to reduce the burden on charities required to It has streamlined requirements for charitable

report to several regulators. fundraisers in the ACT and South Australia and is

continuing to work with the remaining states and
territories on similar moves.



https://www.acnc.gov.au/about/red-tape-reduction

ACNC RELEASES ANNUAL
REPORT

The ACNC has tabled its 2019—-20 annual report, revealing
insights into the charity sector and the commission’s
activities.

To allow charities to focus on relief and recovery efforts
for bushfires, the commission paused most compliance
activity for charities in bushfire-affected areas unless
there was a significant ongoing risk of non-compliance.

The commission provided annual information statement
extensions for around 7000 affected charities and
prioritised charity-registration applications related to
bushfires.

‘A critical part of our work is to provide information
about charities to the public,, ACNC commissioner Gary
Johns said.

‘We have seen the ACNC charity register visits
significantly grow year on year, with more than 3.2
million searches last financial year.’

When COVID-19 hit Australia, the commission helped
charities with their governance and operations by
publishing news, information, and guidance on its
website. It also adjusted its approach to regulation,
deferring information-statement due dates for more than
18,000 charities and suspended some investigations.

The ACNC has continued to work with other government
agencies to streamline reporting requirements across
jurisdictions.

Highlights include a new law passed to relieve
Queensland charities of duplicated annual financial
reporting, and bilateral negotiations with several states
to reduce red tape for fundraisers.

‘The importance of the charity sector should not be
underestimated. It is crucial to supporting the Australian
community and it employs 10 % of Australians,” Dr Johns
said.

‘We directed a substantial proportion of our efforts this
year to helping charities navigate through these tough
times and to reducing the burden on them as much as we
can.’

Key statistics include:

e There was a significant rise in activity on the
ACNC website. Page views totalled more than 12
million — six times more than the previous year

e There were 3.2 million register searches — more
than three times the previous year’s

e Atotal of 32,602 phone calls and 13,362 written
enquiries were received during the year

e 2568 new charities were registered

e There were 2102 concerns about charities, down
from 2323 the previous year, most having been
received from the public or members of a
charity. The most common concerns were about
perceived mismanagement of funds and
individuals obtaining a private benefit from a
charity, and

e 79 investigations were finalised, resulting in 18
charities having their registrations revoked. That
compares with 12 revocations in the previous
year from 100 investigations.

The ACNC’s 2019-20 annual report is available here.
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https://acnc.gov.au/tools/reports/acnc-annual-report-2019-20

CHARITY RISK REVIEW
PROGRAM INTRODUCED

The ACNC has welcomed the federal government’s
announcement of $2.9 million in the budget to conduct
risk reviews of charities.

The funding, which will roll out over three years, will
enable the ACNC to undertake field-based compliance
reviews to assess charities’ governance risks, intervene
before significant issues arise, and where possible and
appropriate provide assurance to the public to maintain
confidence in the sector.

A total of $474,000 will be allocated in 2020-21 to review
charities at risk of failing to meet governance standards.

The program’s aim is to strengthen assurance that
charities have appropriate governance in place and use
their incomes for charitable purposes, including when
responding to natural disasters.

Acting commissioner Anna Longley said it was a positive
move to help charities comply with their obligations.

‘We intend to conduct reviews of charities based on risks
and issues that we identify through our engagement with
the sector, compliance work and intelligence analysis.
How we select each cohort will depend upon the risks
that we seek to address,” she said.

‘In future we may decide to produce educational
resources for the sector to improve governance more
broadly. We may also undertake further compliance
activity if significant issues are identified.’

REGISTRATION OF HUNDREDS
OF CHARITIES REVOKED

The ACNC has revoked the registration of 303 charities
for twice failing to submit their annual information
statements.

The organisations have been referred to the Australian
Taxation Office, as they are no longer eligible for certain
Commonwealth tax concessions

CHECK YOUR NFP’S PURPOSE

Many charities’ operations are affected by COVID-19. This might mean that some or all of them might need to be modified

or even temporarily halted.

The ACNC has stressed the importance of charities keeping stakeholders informed about what they are doing and why.
Regular communication about charities’ changed activities should be a priority.

The commission has stressed that if charities’ activities change, they need to match their charitable purpose — what the

charities were set up to achieve.

Charities need to consider financial moves that might include:

e Considering using financial reserves

e Assessing their eligibility for federal, state, and territory stimulus packages
e Considering any other financial assistance available (for example, business-relief packages from banks and financial

institutions)

e Assessing future cash flows and doing a forecast — or adjusting their forecasts — considering current events

e Speaking to funders about the effects of cancelling or delaying activities that are part of funding agreements

e Knowing fixed costs and when they will need to be paid. Not committing to any more expenditure if possible, and

e Reviewing existing liabilities (for example, exploring options with banks and financial institutions, including

deferring loan repayments).

Responsible persons should speak to their charity’s accountant and auditor in preparation of budgets, forecasts, and

financial statements.



A charity that has decided to cancel or postpone a fundraising event might need to decide what to do with money already
committed (for example, through ticket sales or other purchases).

Questions needing answers might include:
e Will the money be refunded — either immediately or in time?
e Will the charity hold the money until the fundraiser is rescheduled? and
o Will the charity commit the money towards a future event or effort?

The ACNC emphasises that transparency is paramount.
It is important that a charity communicates clearly with supporters and other stakeholders on why it made the decision as

well as measures it has in place to ensure that funds are properly refunded or used in line with donors’ original intent and
the charity’s charitable purpose.

Elolviilol-[1]s
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ACNC SETS UP A COVID-19
WEBPAGE

The ACNC has recognised that a charity’s usual
operations might be affected by COVID-19 and has set up
a dedicated web page here to help.

Topics covered include:
e ACNC compliance during COVID-19
e Federal government support for eligible charities
Charity meetings and AGMs
Charity operations and governance
Charity financial considerations
Charity reserves
Charity fundraising
State and territory stimulus packages, and
e Other useful resources and information.

The ACNC has also updated its guidance on record-
keeping, including more information on keeping records
when working remotely and from home (click here).

AMENDMENTS TO REPORTING
THRESHOLDS ON THE WAY

Treasurer Josh Frydenberg and assistant finance minister
Zed Seselja have announced the easing of a regulatory
burden on charities by moving towards lifting financial-
reporting thresholds.

Australian charities hit hard by the pandemic’s impacts
will receive relief from burdensome financial-reporting
requirements under an agreement signed by federal,
state and territory treasurers.

The Council on Federal Financial Relations, consisting of
the Commonwealth, State and Territory Treasurers,
reports to National Cabinet agreed to develop a
framework by mid-2021 to lift the financial reporting
thresholds to benefit more than 5000 small and medium
charities.

The CFFR oversees the financial relationship between the
Commonwealth and the States and Territories, including
the Intergovernmental Agreement on Federal Financial
Relations.

More than 3000 charities will no longer need to produce
reviewed financial statements, saving each around $2400
in annual accounting expenses. Around 2000 charities
will no longer be required to produce audited financial
statements, saving around $3000 annually. 13


https://www.acnc.gov.au/node/5781959
https://www.acnc.gov.au/for-charities/manage-your-charity/obligations-acnc/keep-charity-records

DEDUCTIBLE-GIFT
RECIPIENTS

CHECK YOUR TAX-DEDUCTIBLE
GIFT STATUS

The bushfire crisis has seen an unprecedented number of
donations to a range of NFPs. As a result, the need for
good governance and record-keeping are as important as
ever, the ATO has stressed.

Make sure that your NFP is operating for purpose. If it is
a deductible-gift recipient, you can use tax-deductible
gifts only for the purpose of the DGR category in which
you are endorsed.

You must also keep records relevant to vyour
organisation’s status as a DGR. Records must show that
gifts and deductible contributions are being used for your
principal DGR purpose.

Good records help you to manage your obligations and
make it easier to report and pay on time. Some of the
basic records you may need to keep include:
e Governing documents
e Financial reports and operational records
e Tax invoices and income tax records
e Copies of reviews of entitlement
concessions, and
e Records to help prepare tax statements and
returns.

to tax

Your records must be kept for five years and be in English
or easily converted to English. You should regularly
review your circumstances and entitlement to DGR.

The ACNC has several useful resources for charities,
including a record-keeping checklist (click here) and self-
evaluation checklist (click here)
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‘IN AUSTRALIA’ DEFINED

Taxation ruling TR2019/6 Income tax: the ‘in Australia’
requirement concerning certain deductible-gift recipients
and income-tax-exempt entities has been issued.

It sets out the ATO commissioner’s view on what the
phrase ‘in Australia’ means in divisions 30 and 50 of the
Income Tax Assessment Act 1997.

The divisions set out rules for working out whether
certain funds, authorities, and institutions are eligible to
be deductible-gift recipients and whether the income of
certain NFPs is tax exempt.

The DGR ‘in Australia’ condition refers to the special
condition that NFPs must be in Australia to be entitled to
DGR endorsement. The ruling provides examples of
when an entity is established or legally recognised in
Australia and makes operational or strategic decisions
mainly in Australia.

The ‘in Australia’ condition for exempt entities refers to
special conditions that certain NFPs need to meet to be
tax-exempt. The ruling provides examples of how an
entity meets the physical-presence requirement and
demonstrates that it incurs expenditure and pursues
objectives principally in Australia.

The finalised ruling is consistent with guidance published
in draft taxation ruling TR 2018/D1dd in July 2018.



https://www.acnc.gov.au/for-charities/manage/keep-charity-records/record-keeping-checklist
https://www.acnc.gov.au/for-charities/manage-your-charity/governance-hub/governance-standards/self-evaluation-charities
https://www.ato.gov.au/law/view/document?docid=DTR/TR2018D1/NAT/ATO/00001

ACNC URGES PBIS TO CHECK
THEIR DETAILS

The ACNC is urging charities with deductible-gift-
recipient endorsement to check their registration details.

The commission has begun reviewing DGR reforms
announced by the federal government in 2017.

The review is designed to strengthen governance
arrangements and bolster confidence in the NFP sector
by ensuring that tax concessions are held only by eligible
charities, that the integrity of the ACNC register is
protected, and donors are confident that donations are
used for a charitable purpose.

The commission will review about 500 charities a year to
assess whether they are still eligible to be registered as a
charity, charity subtype, and for DGR status. An initial
focus will be on public benevolent institutions.

PBIs are the biggest demographic in the DGR population
(about 11,000), they can access the highest rate of tax
concessions, and, because they service such a diverse
section of the community, have a substantial impact on
trust and confidence in the sector.

They will be reviewed according to a risk profile, which
will include that they were registered as a charity and PBI
before 3 December 2012, that they are not regulated by
the Office of the Registrar of Indigenous Corporations,
and have no, or only one responsible person listed or no
governing document.

‘[There] should be no impact on charities under review
unless an issue is identified,” ACNC commissioner Gary
Johns said.

In line with its commitment to transparency and
education and to ensure procedural fairness, the ACNC is
encouraging charities to self-assess using an online tool
available here.

‘By using our self-assessment tool, charities will be able
to identify and rectify most issues, such as nominating
responsible persons and uploading their governing
document to the register,” Dr Johns said.

‘Charities don’t need to notify us of those changes or
send us their self-assessment. They can make changes
easily through the ACNC charity portal.

‘To promote good practice, we encourage charities to
assess themselves periodically.’

FUNDRAISING

BUSHFIRE ROYAL COMMISSION REPORT RELEASED

The royal commission into National Natural Disaster Arrangements has made 80 recommendations to improve Australia’s

response to disasters.

The report noted that fundraising during natural disasters was significant, and that it was important that the community
understood the legal framework for fundraising as well as various limitations in charities’ fund dispersals.

15



https://www.acnc.gov.au/for-charities/charity-tax-concessions/deductible-gift-recipients-dgrs-and-acnc/deductible-gift

Better known as the ‘Bushfire’ royal commission, its report highlighted a lack of public awareness of various fundraising
laws during the 2019-2020 bushfires, leading to a recommendation that a single national scheme be created for the
regulation of charitable fundraising.

It recommended that ‘Australian, state and territory governments should create a single national scheme for the regulation
of charitable fundraising’.

The commission noted that the 2018 legislation review of the ACNC was a useful starting point for the creation of a
national scheme for fundraising regulation. A national scheme could provide greater community confidence in the

management of financial donations following a natural disaster.

It recommended that the Australian government should consider whether additional regulatory responses are required to

address the risk of fraud associated with digitally-enabled fundraising campaigns.

FIA RELEASES GUIDANCE ON
DISASTER FUNDRAISING

In response to the ‘Bushfire’ royal commission and the
extreme 2019-2020 season, the Fundraising Institute of
Australia has produced a National Disaster Practice Note
to assist its members in their fundraising for, during, and
after a national and/or natural disasters.

A national disaster is defined as a flood, bushfire,
drought, and act of terrorism that causes national strife.
The note acknowledges that national disasters could
cause significant impact to communities and local-
government areas.

The note covers:

e Accountability — FIA members and fundraising
organisations are ultimately accountable to their
donors

e Governance — FIA members and fundraising
organisations should be registered with the
ACNC and always adhere to state and/or territory
fundraising regulations

e Fundraising materials and communications —
pursuant to the FIA Code, all fundraising
materials must be accurate, including clearly
stating the specific purpose of each donation.
Further guidance on communications
transparency is provided, and

e Outsourced fundraising activities — special
provisions for fundraising activities that are
undertaken by agencies and/or by the public on
behalf of charities including provisions around
the authority to fundraise.

FUNDRAISING LAWS TO BE
‘HARMONISED’

Treasurer Josh Frydenberg and assistant finance minister
Zed Seselja have announced further easing of charities’
regulatory burden by establishing a cross-border
‘recognition” model to harmonise fundraising laws.

Inconsistent and outdated regulations across jurisdictions
create an estimated regulatory burden of $13.3 million a
year for the sector. The recent ‘Bushfire’ royal
commission highlighted the crucial role charities play in
disaster-recovery efforts but noted the complexities of
operating across jurisdictions with differing regulatory
schemes.

The Council on Federal Financial Relations has agreed to
establish a cross-border recognition model to harmonise
charitable-fundraising laws. The model will provide a
single registration point for national operators, which will
reduce fundraisers’ costs and administrative burdens
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COURT RULES ON NEW RIGHTS
FOR CASUAL EMPLOYEES

Earlier last year the Federal Court ruled in WorkPac Pty
Ltd v Rossato [2020] FCAFC 84 that some casual
employees working regular shifts have the right to
certain benefits such as annual and personal leave and
public holidays usually enjoyed only by permanent staff.

The court also ruled that topping up workers’ pay
through casual loading does not offset leave liabilities.
This essentially means that some casual employees could
be entitled to both paid leave and casual loadings,
typically worth 25 % of their pay.

ASIC has issued an FAQ on accounting implications of
clarified casual-employment rules.

Companies should consider whether they should provide
for additional employee entitlements (including annual
leave, personal and carer’s leave, compassionate leave,
public holiday pay, and redundancy payments) for past
and present ‘casual employees” who were employed in
circumstances covered by the recent court ruling.

CPA Australia has collaborated with CA ANZ and the
Australian Institute of Company Directors to develop and
publish a guide to provide further guidance and
background.

Companies may wish to seek legal advice.

RECOGNISING A
SUPERANNUATION LIABILITY
FOR CONTRACTORS

A recent decision by the full Federal Court will result in
many contractors previously considered to be outside the
scope of compulsory superannuation payments being
entitled to them.

In Dental Corporation v Moffet, Dr David Moffet provided
his services as a dentist to Dental Corporation under an
agreement. Upon termination of the agreement, Dr
Moffet brought proceedings asserting that he was an
employee of Dental Corporation and was entitled to be
paid  annual leave, long-service leave  and
superannuation.

The Court found that Dr Moffet was not an employee of
Dental Corporation but was an independent contractor
conducting his own business. He had no entitlement to
annual leave or long-service leave. However, on the
issue of superannuation the Court was required to
consider section 12(3) of the Superannuation Guarantee
(Administration) Act 1992.

Section 12(3) defines an ‘employee’ to include a person
working under a ‘contract that is wholly or principally for
the labour of the person’. Section 12(3) can therefore
apply to an independent contractor.

The court found that Dr Moffet was entitled to

superannuation and this finding was upheld on appeal by
the full court
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CASUAL WORKERS’ OVERTIME
UPDATED

The Fair Work Commission has issued its final
determination on overtime for casual workers in its four-
yearly review of awards.

Under this determination, the overtime clause for casuals
has been varied in 97 modern awards. As a result, the
way that overtime for casuals is calculated might change.

Any changes to overtime calculations for casuals will
come into effect from the first full pay period on or after
20 November for 96 of the affected awards.

Changes to the remaining award (Aged Care Award 2010)
come into effect 1°* of March.

Under these clauses, overtime for casuals may be
calculated in one of the following ways:
e |n substitution for casual loading
e |n addition to casual loading (cumulative
approach), and
e |n addition to the sum of an employee’s
minimum hourly rate plus casual loading
(compounding approach).

To view further details, visit the Fair Work Australia
website.

ACNC URGES CHARITIES TO
PREVENT FRAUD AND
CYBERCRIME

The ACNC has urged charities to take steps to prevent
fraud and cybercrime.

Commissioner Johns said charities were vulnerable to
fraud and cybercrime, especially as fraudsters try to
exploit national and global crises.

‘As | meet with Australian charities it is clear many are
affected by the global COVID-19 crisis,” said Dr Johns. ‘It
is perhaps more important now than it has ever been to
safeguard against the risk of fraud and cybercrime as
charities face unprecedented challenges.’

In 2019-20, the ACNC received 2102 concerns about
charities, most received from the public or members of a
charity. The most common were about perceived
mismanagement of funds or individuals obtaining a
private benefit from a charity.

‘It takes time and hard work for charities to build their
reputations but falling prey to fraud and cybercrime can
quickly dent or damage it, particularly if a charity failed to
put in place preventative measures’, said Dr Johns.

‘It's better to get on the front foot by establishing good
governance [..] to prevent fraud rather than take
remedial action after it happens.’

The ACNC provides many resources to equip charities to
increase awareness and to implement measures to
prevent fraud. The resources are of value to everyone
involved in the sector including directors, board
members, trustees, staff, and volunteers, as well as
accountants, auditors and solicitors acting as professional
advisers.

A Governance Toolkit includes resources to help charities
manage risks, including financial abuse, cybersecurity,
and working with partners. Access the toolkit at the
ACNC website.

4 ’

Ta

18



WHISTLEBLOWER POLICY
REMINDER

Public companies, among others, were required to have a
whistleblower policy by 1 January last year.

This is a reminder to act if your policy is not yet up and
running and made available to officers and employees.

Large charities that are companies limited by guarantee
are required to have a whistleblower-protection policy
that meets requirements set out in the Corporations Act.

Small and medium-sized charities that are companies
limited by guarantee do not need a policy but are
required to manage whistleblowing in line with the act.
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