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Not-for-profits in the spotlight ...
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Three Imperatives for Finance Managers ...

The regulatory and accounting framework for NFP’s
Is flawed

There are sound commercial reasons to improve the
transparency and utility of financial reporting

There are some immediate accounting and reporting
ISssues to consider




A significant sector of the economy ...

® NFP’s play a significant role in our society
. S
- economic 5O
- social
- political -
® | egal and regulatory framework complicated
and unclear

- State-based regulation
- Corporations Act
- specific Acts of Parliament
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Not for Profit’s — square peg in a round hole

® NFP’s are fundamentally different:
- no residual ownership interest
- broader definition of ‘entity’

® Complicated legal framework
- Incorporated association

- company limited by shares
- company limited by guarantee

® Application of IFRS to NFP’s

® Financial reporting for based solely on ‘compliance’
will always be sub-optimal

KPMG




Winds of change ... the rise of Corporate
Social Responsibility

® Therole of companies in the community
R

Sole purpose is to make Equal weighting 10 interest
profits for shareholders of all stakeholders
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® Corporate community investment as a sub-set of CSR

shift from ad hoc grant making

corporate community investment as part of core
business strategy

more rigorous identification and selection of N
partners g e semoming 1 BN
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Winds of change ... the rise of Corporate
Socilal Responsibility
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Improving the quality of financial reporting

® More meaningful disclosures ... abandoning the
“*compliance” mindset

- performance
- financial position
- governance




More meaningful disclosures ... abandoning
the ‘compliance’ mindset

Performance Reporting

® Focus on stewardship and measuring outputs




More meaningful disclosures ... abandoning
the ‘compliance’ mindset

The Research Institute Into the Mental Health of of Retired Auditors Inc

Staternent of Operating Activities

Trading revenue 375,210
Trading expenses (227,123)

Net trading surplus f (deficiency) 148,087

Mon trading revenues
Government grants 2,000,000
Corporate donations 150,600
Investment income 25,000
Other 13,650

Total non trading revenue 2,189,250

Total revenue available for programmes 2.337.337
Programme 1 Programme 2 Programme 3

Revenue allocated o programmes 850,000 800,000 400,000 2,250,000
Expenses
Direct programme expenses (750,000) (562,000) (320,000)
Administration (25,000) (30.000) {10,000)
Other (10,000) (12,000) (8,000)

Net programme surplus / (deficlency) 165,000 296,000 (8,000) 453,000

Unallocated expenses
Administration 67,000
Fundraising 500,000
Other 215,000

Met profit / (loss) 1,555,337
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More meaningful disclosures ... abandoning
the ‘compliance’ mindset

Performance Reporting

® Focus on stewardship and measuring outputs

@ Reporting KPI's to evaluate efficiency (eg ratio of
expenditure on fundraising the total funds raised,
administration)




More meaningful disclosures ... abandoning
the ‘compliance’ mindset

The Salvation Army Australia
Southern Territory Social Fund
Notes to the Financial Statements

for the year ended 30 June 2006
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More meaningful disclosures ... abandoning
the ‘compliance’ mindset

Performance Reporting

® Focus on stewardship and measuring outputs

@ Reporting KPI's to evaluate efficiency (eg ratio of
expenditure on fundraising the total funds raised,
administration)

® Reporting KPI's to evaluate efficacy (eg actual
outputs vs planned outputs)




More meaningful disclosures ... abandoning
the ‘compliance’ mindset

Financial Position

® Liquidity and restrictions on assets
® Recognition of the importance of fund accounting




More meaningful disclosures ... abandoning
the ‘compliance’ mindset
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More meaningful disclosures ... abandoning
the ‘compliance’ mindset

Governance

® Board process

® |nternal controls

® Management remuneration




Some existing reporting challenges ...

IFRS Issues

® Revenue recognition

- ‘exchange’ transaction or non-reciprocal transfer;
- choosing the policy that best reflects economic reality

® Fair value accounting

- non-current assets

- financial assets — AFS or Trading ? :
o

@ Contributions

‘Iin kind’ contributions
volunteer hours




Some existing reporting challenges ...

Recent Developments

e AASB invitation to comment

- abolish existing ‘reporting entity’ concept
- focus on general purpose financial reports

® New IFRS Standard for SME’s

® Corporations Act amendment to large / small proprietary
company test

® Treasury Discussion Paper on Unlisted Public Companies




To wrap up ...

® Regulatory and accounting framework is flawed

® There are sound commercial reasons to improve
transparency and utility of your financial report

® There are some significant existing reporting
challenges to consider




Discussion / Question time
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Presenter’s contact details
Paul McDonald

Partner
9288 5795

pjimcdonald@kpmg.com.au
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continue to be accurate in the future. No one should act on such information without appropriate professional advice after a thorough examination of the particular
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