
International Financial Reporting for Non Profit Organisations 

Response to the Consultation Paper 

An alternative point of view 

Throughout the IFR4NPO Consultation Paper there is an assumption that the production 

of a better set of standards for the preparation of NPO financial information will be useful 

for decision making and accountability. 

In this submission, I argue that this is a sound assumption for some users of NPO 

financial reports, but it is also not relevant and potentially misleading1 for other users2. 

I suggest that this assumption is very reasonable, given that the IFR4NPO consultation 

process is largely driven by the accounting profession and therefore reflects the 

profession’s approach to “decision making and accountability”. 

In summary, better financial accounting standards for NPOs are likely to beneficial to 

users who are focussed on the financial viability of the legal entity used by the NPO. 

These users are likely to include, government regulators, financial institutions, 

stakeholders who have a trading relationship with the NPO and some major donors.3 

For those stakeholders who are interested in the NPOs activities that are in pursuit of the 

NPO’s purpose, there are alternatives to the accounting profession’s perspective and 

better financial standards may not be as useful for their decision making and 

accountability4.5 6.7. 
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Transparency and credibility issues/ increased comparability of NPO financial 

reports 

The most serious threats to transparency, credibility, and comparability in NPO financial 

reports are: 

a. the lack of common definitions for the lines of account in NPO financial reports8, 

especially those that relate to “administration” and “fundraising”.  

b. International and inter-state cultural differences in what is understood by the 

terminology used in NPO financial statements. 

c. The inducements created by misguided notions of “efficiency” based on cross-

NPO comparisons of various disclosures in their financial statements9. 

d. The notion that all NPOs can be measured with the same set of tools despite the 

vast differences between them in purpose, activity, size, sources of funds, and 

social context. 

Needs of preparers and users 

There is little doubt that clear and consistent NPO financial reporting standards would be 

of benefit to a range of preparers and internal users. The lack of comprehensive 

guidance makes the tasks of preparing financial statements subject to a wide range of 

judgements which currently are subject to local internal and regulatory differences 

across jurisdictions. As a result there is a wide variation in decisions around allocating 

transactions in a consistent way. New standards and more precise definitions would help 

solve these problems10. However, it seems clear that different judgements about how to 

allocate income and expenses to various lines of account / cost centres will continue. 

Allocation issues 

The key issues to be addressed are as follows:  

a. How can direct and indirect income and expenses be allocated in a consistent 

way? 

i. In a large office the services, administration, fundraising staff and 

volunteers may share a range of support services such as rent, electricity, 

telephone, computers, printers photocopiers, cleaning services, security 

etc in order complete tasks that could be classified as “Services” 

“Administration”, or “Fundraising” 

ii.  In many NPOs staff and volunteers are engaged in tasks that could be 

allocated to “Services” “Administration”, or “Fundraising”. For example, a 

childcare worker may be required to receipt child care fees. Or, a personal 
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care assistant may be asked receipt fees and donations while attending 

clients’ homes. 

iii. In many NPOs staff and volunteers deal with a wide variety of applications 

for funding. Applications to government, applications to Philanthropic 

Trusts and Foundations, applications to local government and 

submissions to local businesses. How can the revenue and the expenses 

associated with these activities be allocated these activities be allocated 

consistently? 

b. How can direct and indirect income and expenses be allocated in a consistent 

way across financial reporting periods. Many fundraising activities are conducted 

over multi-year periods. For example, “capital campaigns” are often conducted in 

a series of phases over three years. The first year is often where relatively high 

costs are incurred with little income and in subsequent years higher income and 

lower costs are common. Accurate judgements about “efficiency” can not be 

made without considering the overall results of a multi-year campaign 

Comments: 

a. I assert that the fundamental construct of the accounting discipline is the 

disciplined reporting of financial performance to the owners of capital and that 

this discipline is properly suited to reporting in commercial and government 

entities. I argue that while this discipline is totally appropriate in circumstances 

where the user is primarily concerned with the financial performance of the entity, 

this does not address the performance of the charitable purposes of the entity 

and is therefore not the concern of the great majority of stakeholders in NPOs.  

b. The major exception are the “trustees” or members of the governing bodies 

charged with the responsibility of the proper governance of the legal entity for 

which they are responsible. Apart from financial sustainability these accounts are 

not the key concern of most NPO governing bodies11 Management accounting 

techniques are generally relied up to provide detail in areas of concern12 to 

governing bodies.  

c. The debate about NPO Financial reporting standards has been going on for more 

than 20 years. The urgency of the reforms is likely to have been increased by two 

important policy and regulatory changes: 

i. The continued out-sourcing by governments to NPOs of significant 

portions of the social services sectors has meant that there are now very 

large NPOs that have very different public accountability and transparency 

demands compared with the traditional local charities in which the 

members, participants and supporters are the main stakeholders. 

ii. It is likely to be in the interests of government funding agencies to 

encourage smaller service providers to amalgamate and so be able to 

collect fewer - more comparable financial data. While this may be more 
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efficient, there is some danger in the loss of “local” personalised services 

provided by the smaller agencies. 

iii. The transfer of large numbers of NPOs from State and Territory regulatory 

oversight to the ACNC since 2013 has drawn attention to the different and 

sometimes contradictory regulatory requirements across jurisdictions.  

It seems clear that these inconsistencies need to be resolved. New NPO 

financial reporting standards are needed. 

Recommendations 

1. That any new standards be introduced slowly to allow time for volunteer 

treasurers and local accountants to learn of the new standards and to 

adjust to the new standards. 

2. That careful consideration be given to creating “tiers” which would be 

designed to relieve smaller organisations from implementing costly, major 

reform. 

3. That the recommendations of the Committee include a strong warning 

against the use of information provided under the new standard as the 

basis of “efficiency” measures. 
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