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Presentation of Financial Statements

Part 1 — Advice Sought

1. Consultation Paper Analysis

1.1 TAG will be aware that the Consultation Paper was published on 28 January 2021.
Part 1 of the consultation paper closed on 30 July 2021, though some extensions
were granted for some participants that had commenced the on-line survey - the
extension deadline was 13 August 2021. To date 79 responses have been
processed and this includes one of the respondents whose response was
supported by a survey of responses of its members (this included 53 participants).
The analysis of the responses to the questions will only consider this as one
response. This level of responses is considered to be a good response rate when
taking into account that the consultation took place during a global pandemic which
has significantly affected the Not-for-Profit sector and NPOs across the world and in
an area where the project is still building profile.

1.2 Part 2 to this report summarises the responses to each of the questions. This is

supported as follows:

e Annex A - list of respondents

e Annex B - demographic information

e Annex C - detailed responses

A few late responses have not been included in the analysis to date but will be
included in future reports. Unless there is something of overall importance to the
overall discussion about the way forward, we do not propose to go through the
detailed responses at this meeting. Further analysis will be provided at the
October meeting to allow a more detailed discussion.

1.3 The table below provides a very high level summary the consultation feedback.

Question | Subject matter Response | % Agreed | High-level comments
1a Broad characteristics of 78 83% Support for a principles based
NPOs approach
23 Definition of stakeholder 78 85% Support for groups with the potential to
groups include internal stakeholders. Need for
a framework for GPFR that work for all
NPOs
2b Information needed by 78 89% Support for information groups
stakeholders identified with potentially the addition
of information on internal controls to
support trust
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2c Current issues with 74 89% Support for the identification of the
stakeholder information issues with suggestions particularly in
for accountability and relation to donor information.
decision making
3a Accrual based guidance This elicited a number of issues including capacity, skills and
expertise and also stakeholder understanding as well as cost.
Questions raised about differential reporting for smaller NPOs
3b Inclusion of non-financial | Challenges were identified in developing guidance for such a
reporting broad range of organisations and also challenges for NPOs in
implementing any guidance. A question was raised as to whether
this should be a phase 2 activity as implementing accruals may be
challenging.
43 International frameworks | 77 90% Support due to the extensive
as a start point consultation and due process around
international standards. Support for
leveraging these.
4b Criteria to assess 71 85% Support for criteria including
international frameworks respondents who cited positively a
similar approach in NZ and Australia.
Some desire to have a closer link to the
objectives.
le High level assessment of 63 91% No major comments on the approach
international frameworks
5a Proposed Guidance model | This raised questions about the form of the guidance including
whether it would serve as interpretations of the existing guidance.
Questions on materiality were also raised in the context of which
size, type of NPOs would use the guidance
1.4 With strong support for the proposals in the Consultation Paper and based on our

analysis of the feedback we are of the view that the project should progress with
the proposals contained in Part 1 of the Consultation Paper. Proceeding on this
basis recognises the challenges that have been posed in the feedback and which
were in the main acknowledged in developing the original proposals.

Question 1: Does the TAG support moving forward with the proposals contained in Part 1 of
the Consultation Paper?

September 2021
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Analysis of Consultation Responses
Part 2 - Response Summary

1. Respondents to the Consultation

1.7

1.2

13

1.4

1.5

1.6

1.7

1.8

CIPFA

Annex A to this report provides a listing of the 79 responses to the consultation,
processed to date. This includes a response from Institute of Certified Public
Accountants of Uganda (ICPAU) where the Institute has included a survey which had 53
respondents. This is analysed further in Annex B, where relevant.

The Secretariat would note that this report is an initial summary of the information
provided. Further analysis will be provided at TAG's next meeting including the
Secretariat's views and suggested way forward following the commentaries by
respondents.

Only initial control checks have been completed on the information and further checks
will be included for TAG's next meeting. This high-level summary only includes analysis
of the commentaries which have been provided in response to the questions asked; it
does not include additional commentaries provided by some respondents in covering

letters or as Annexes to their responses.

The 79 respondents include a mix of individuals and responding organisations. Annex A
sets out that there are 56 responses from individuals and 23 responses from
organisations.

The consultation responses were received from respondents using an on-line survey (54
responses) and respondents that either used on-line forms or their own consultation
response formats (25 of the responses).

As a high-level summary this report does not attribute any of the responses to an
individual or organisation.

Annex B examines the characteristics of the respondents and the organisations in which
they work. Unfortunately, there are a significant number of responses where this
information has not been supplied and therefore the statistical information may be less
informative or conclusive, but it does give an indication that there has been a global
reach to the consultative exercises.

Annex B1 considers the jurisdictions to which the feedback relates. Table 1(i) of Annex
B1 provides an analysis of the countries from which feedback has been received. The
largest number of responses come from the UK, followed by Australia and Uganda.
Table 1 (ii) analyses the respondents by continent with Africa providing the most
responses at 20 (25%), followed by Europe and Asia each at 6 (8%) respondents.
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1.9 Table 1(iii) provides a summary to the responses to this question based on the types of
jurisdiction the respondents worked under. Most respondents confirmed that they were
from a single jurisdiction (33 responses (42%)) though there are a significant number
indicating that the response relates to a global jurisdiction (21 responses (27%)).

1.10  Annex B2 provides an analysis of the role a respondent has in an organisation if they
responded to the consultation as an individual. In addition to the 23 organisations 3
individuals also responded with ‘not applicable’. As might be anticipated most individual
respondents appear to have a finance background with 14% of the responses being
finance managers, 10% deputy finance officers, 9% Chief Finance Officers and 9%
accountants. The remaining analysis shows a disparate spread of other roles.

111 Annex B3 analyses the 79 respondents’ financial reporting bases and provides a
separate analysis for the ICPAU survey. Perhaps surprisingly of the 79 respondents most
respondents indicated that they produced accounts on an accrual basis (40 or (51%))
followed by 17 (21%) using modified cash and 5 (7%) using cash. This differs for the
ICPAU survey from Uganda where most respondents (30 (56%)) indicated that they use
a modified cash basis of reporting, followed by cash at 16 (20%) respondents and 7
(12%) using accrual-based accounting.

1.12  Responses to the question about the form of financial reporting standard used by NPOs
in the jurisdiction in which the respondent mainly worked were also relatively surprising.
The largest number of respondents 15 (20%) indicated that they followed IFRS, followed
by IFRS for SMEs and NPO specific standards/guidance based on IFRS at 9 respondents
(11%) and then National GAAP at 7 respondents (9%). Annex B4 Table 4(i) lists others
that NPOs used ie specific standards based on IFRS for SMEs, IPSAS and National GAAP.
This differs from the analysis for the ICPAU survey where the largest number of
respondents use funder requirements only at 12 (23%) followed by NPO specific
standards guidance or national GAAP at 9 (17%) respondents (see Annex B4 Table 4(ii)).

1.13  Annex B5 analyses the international classification of non-profit organisation groups
(ICNPO) which best describes an NPO's activities. Unfortunately, this received a
significant non-response rate at 47%. Two classifications (Health and Social Services)
had with the largest response rate at 8 respondents (10%). Interestingly the ICPAU
survey showed a similar analysis, with Health and Social Services being the largest
number of respondents at 11 (21%) and 10 (19%) respectively.

1.14  Interms of ranking revenue in sources in order of importance as presented in Annex B6
as revenue source rankings reduce, the numbers of not applicable responses increase
significantly, with only the first two ranks providing reliable information. The tables in
Annex B6 indicate that 39% of respondents regard grants as being of highest
importance to their organisation with 25% of respondents indicating that they saw
donations as the second most important source of revenue (see tables 6(i) and (ii)).
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2. Broad Characteristics of Non-Profit Organisations

GMC 1a Do you agree with the broad characteristics proposed in Chapter 1 for
describing NPQOs?

2.1

2.2

2.3

2.4

2.5

There were 78 responses to this question with an overwhelming majority of 65 (83%)
respondents agreeing with the four broad characteristics outlined in Chapter 1. 6
respondents (8%) partially agree and 7 respondents (9%) disagree.

The respondents supporting the broad characteristics approach favoured a principles-
based approach which aimed to be both inclusive and holistic. The importance of
understanding the nature and purpose of the organisation was underlined by the
responses. Respondents agreeing with the broad characteristics also provided
constructive commentary on how the approach should be applied. Perhaps the most
important of these, which was also commented on by the respondents that partially
agreed, was that the characteristic ‘delivering services for the public benefit’ should also
include goods.

A number of respondents that agreed also commented that the first two characteristics
were the most important and there was potential for some of the characteristics to be
indicators of the first two characteristics rather than characteristics in their own right.
Other commentaries included suggestions for using an asset lock, including public
benefits entities such as trade unions and trade organisations and consideration for
using an ‘and’ between each of the characteristics.

Those respondents that partially agreed commented on the need to define what public
benefit might mean, being clear that this may also include subset of the community.
Additionally, it was suggested that ‘social purpose’ may need further definition. A
respondent also suggested that the characteristics should be shaped to include the
purpose of the project with respondents indicating that the characteristics should
include NPOs which are grant giving as well as those which are in receipt of grants.

The respondents that disagreed commented that a ‘pure’ NPO approach should be
used, that public benefit has a specific charity law meaning and whether the
organisation aims to provide economic benefits to resource providers is an important
characteristic which differentiates between for profit and not for profit organisations.

3. NPO Stakeholders and Their Needs

GMC 2a Do you agree that NPOs are accountable to service users, resource providers,
and regulators and have societal accountability? If not, why not? What alternative
groups would you propose NPOs can be accountable to, and why?

v .
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3.1 Most of the 78 respondents (66 (85%)) agreed with question 2a regarding NPO
accountability to service users, resource providers, and regulators and that they have
societal accountability with, 10 (13%) of respondents partially agreeing and 2 (2%) of
respondents disagreeing.

32 The respondents that agreed with question 2a said that NPOs have varying degrees of
accountability to service users, contributors (where relevant), members and regulators.
There were differing views on whether this would include internal stakeholders with
some comments indicating that they are also owed accountability. Comments were also
made relating to the difficulties of devising a reporting framework to meet such a
diverse user group.

33 Four respondents from the ‘partially agree’ group of respondents commented that
accountability arrangements are articulated from the perspective of general purpose
financial reports rather than focusing on the four stakeholder groups. This would
acknowledge the diversity and accept a broad range of users. This group then indicated
that the project would need to determine the objectives of general purpose financial
reports and the primary users per the conceptual frameworks of standard setters. In
looking at users, one of the respondents suggested that the term ‘beneficiaries’ is used
instead as this would pick up the issue of the supply of goods and services.

34 The respondents that disagreed indicated that as an alternative, stakeholders should be
focussed on donors and regulators and considered it problematic to be applying the for
profits stakeholder theory to NPOs.

GMC 2b Do you agree that external stakeholders require information on an NPO's
achievement of objectives, economy efficiency and effectiveness compliance with
restrictions and regulations, and longer-term financial health, for accountability and
decision-making purposes?

35 There were 78 responses received to question GMC 2b. A substantial majority, 69
(89%), supported the Consultation Paper's proposal that external stakeholders require
information on an NPOs achievement of objectives, economy efficiency and
effectiveness compliance with restrictions and regulations, and longer-term financial
health, for accountability. Four respondents (5%) partially agreed with 5 respondents
(6%) disagreeing.

3.6 Respondents agreeing to the views held in the consultation paper also recommended
the inclusion of internal controls, mechanisms to secure trust and confidence in the
objectives for the future and that information should be provided on how funds have
been used, comments included a need to highlight outcomes as well as outputs with
one respondent suggesting instead of achievement of objectives that information
should be provided on how the three Es have been optimised rather than maximised.
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37 The respondents that partially agreed also commented that accountability is also
provided using the information provided on the charities’ register, that financial
statements might not be the only means of conveying information on accountability, on
proportionality of the need for this information and ensuring that the NPO is stable as a
long-term provider of services.

3.8 One respondent that disagreed commented in detail on how well these objectives
should instead align with the different objectives for the financial statements and for the
annual report/narrative report and particularly that demonstrating value for money
does not work as an objective. They noted for that an NPO should be able to
demonstrate the difference it has made and its financial health and sustainability. The
respondent also linked this to the audit of the financial report and reporting on
restrictive funds. A second respondent commented that it did not agree with the basis
of this approach indicating that NPOs exist as an alternative to a ‘money centric society’
with many prioritising their freedom from efficiency to help the vulnerable.

GMC 2c Do you agree with the issues that have been identified with current
accountability and decision making for NPOs?

3.9 There were 74 responses to GMC 2¢. Of these 66 (89%) agreed with the issues that have
been identified for accountability and decision making for NPOs with one (1%)
respondent partially agreeing and 7 respondents (10%) disagreeing.

3.10  There were multiple suggestions made by the respondents to this question. On donors’
requirements a respondent suggested that consideration be made of the information
commonly required by donors and the extent to which they may be harmonised to
reduce the reporting burden. It was noted that despite individual national jurisdictions
harmonising reporting there were still frequent requests for special purpose financial
reports. Comments were also made about the importance of public trust and
accountability and NPO reporting and the evidence of the reputational effects of well
discharged accountability on future decisions.

3.11  Therespondents that partially agreed commented on the need to balance the interests
of users with the administrative burden on NPOs.

3.12  Arespondent that disagreed commented on the level of scrutiny required to achieve
financial accountability and the need to address multiple funding fraud.

3.13  Asecond respondent commented that there was too much emphasis on decision-
usefulness over stewardship. It was of the view that separate consideration is needed of
the objectives for the annual report and the financial statements. The objectives for the
latter need to enable governing bodies to prepare accounts that will either ‘present
fairly’ or give a ‘true and fair’ view for users interested in stewardship, demonstrating
accountability for the past and sustainability for the future. The respondent commented
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that in particular, consideration is needed of the ‘extent to which the balance sheet
approach to the IFRS for SMEs... can be translated as being useful to the economic decisions
and non-economic decisions made by users of NPO financial statements.’ For instance, the
impact of departure from the use of fair values' (for example in concessions for smaller or
less complex NPOs) on decision usefulness need to be considered in developing NPO
financial statement objectives

4. The Essential Aspects of NPO Financial Reporting (and Non-Financial Reporting)
Guidance

GMC 3a What, if any, do you see as the main challenges with Guidance that is accrual-
based?

4.1 Annex C summarises the comments to question 3a which covers the following issues
relating to the challenges of accrual-based Guidance:

e  (Capacity, Skills and Expertise - the most significant response to this question was
the issue of NPOs having appropriately qualified staff to apply more technically
complex accrual accounting policies and the accounting systems to apply an
accrual-based system. Concerns were also raised about the costs and sustainability
of the systems, and this was particularly an issue for smaller NPOs. Allied to this
were the information requirements necessary to implement accrual-based
accounting.

e Several respondents also referred to the understanding of stakeholders of accrual-
based systems with comment on accrual-based systems only being interpretable
by accountants. Other respondents commented on the ability of NPOs to be able
to convince donors of the usefulness of cash-based reports. A respondent also
commented on regulators and grant makers requiring financial information on a
cash basis for smaller charities.

e  There were also comments on the need for education and training.

e  Some respondents also used this question to raise the issue of differential
reporting for smaller charities, Including suggestions for cash and modified cash-
based guidance.

e  Other comments included specific accounting issues such as measurement of non-
monetary inputs or the impact of the 'matching’ concept and for grant and contract
funding. Comments were also made on the successful application of FRS 102 The
Financial Reporting Standard Applicable in the UK and Republic of Ireland to non-
exchange transactions.

42 One respondent questioned the conceptual application of accrual-based accounting,
indicating that this presupposes comparability and efficiency which are theories of
business accounting and that NPO activities do not have to be efficient.

GMC 3b What, if any, do you see as the main challenges with Guidance that includes
non-financial information reporting?
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4.3

4.4

4.5

CIPFA

Respondents outlined a number of challenges for the guidance. These could be broadly
separated into two headings ie challenges for the development of the Guidance and
challenges for NPOs in applying it.

Challenges for the Guidance
Respondents to the consultation indicated that there would be a number of challenges
for the production of non-financial information reporting for NPOs including:

The diversity of the entities reporting under the proposed framework and the
range of jurisdictions anticipated.

Being able to demonstrate that the benefits of applying the framework outweigh
the costs especially as many NPOs use their websites to meet users’' needs with
cheap and unregulated information that is regularly refreshed.

Timing of development - a number of international initiatives were developing non-
financial reporting frameworks; the Guidance should leverage from these initiatives.
Ensuring clear principles-based guidance and avoiding the risks that reports by
different entities may not be readily comparable.

The use of KPIs and a measurement and evaluation process that can be easily
applied and relevant for NPOs

The title of the project not suggesting that it will include Guidance on non-financial
reporting which may lead to confusion and misunderstanding - a respondent
recommended that consideration be given to how the project title could better
reflect the scope of the guidance.

Regulation and compliance and how and whether there would be a cost for audit.
Criteria for reporting non-financial information and different sets of standards (for
example for environmental reporting).

One respondent suggested that the move to accrual-based accounting was so
significant that consideration may have to be given to a two phased project with
non-financial reporting in the second phase.

Challenges for NPOs in a Move to Producing Non-Financial Reports
The following were identified as challenges for NPOs in the production of non-financial
information reports on their activities:

scope of information reported - what to include for external stakeholders, when
considering the diversity of information available and expected

getting the right balance - information should where relevant include negative as
well as positive service performance; it should not be an opportunity for
management to present a biased view of the organisation

the cost of collecting, collating, and verifying the relevant data and reporting it in a
meaningful way, including the systems necessary to do this

subjectivity - non-financial information cannot be measured to the same accuracy
as financial information with a respondent indicating that high levels of judgement
may be required

having adequate resources to prepare the non-financial report.
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5. Use of Existing International Financial Reporting Frameworks

GMC 4a Do you agree that international frameworks are the best start point for the
guidance?

5.1

5.2

53

54

There were 77 responses to question 4a. 69 responses (90%) agreed that international
frameworks are the best starting point for the Guidance, 3 respondents (4%) partially
agreed and 4 (5%) disagreed, with 1(1%) respondent not providing a comment to the
question.

The respondents agreeing with the proposals for the best starting point for the
Guidance indicated that these frameworks have been developed because of extensive
consultations and best practices, it is advantageous to leverage the work of these
frameworks for the Guidance and practitioners’ familiarity may benefit application
(including educational materials already available). Responses also indicated that this
had been successful in the UK. Commentary also included the benefits that these
standards are also already familiar to funders and practitioners. Two respondents did,
however, refer for the need for the guidance to be proportionate.

The comments from respondents that partially agreed included that some jurisdictions
are further developed than others and therefore NPO solutions that are locally
applicable may not be transferrable internationally.

A respondent that disagreed, however, commented that the proposed method was not
appropriate as 'the assumptions of comparability and efficiency are broken’.

GMC 4b Do you agree with the criteria that have been used to assess the suitability of
the existing international frameworks?

55

5.6

CIPFA\:

Seventy-one responses were received to question 4b with 60 (85%) agreeing with the
criteria that have been used in the Consultation Paper to assess the suitability of
existing international frameworks. Six (8%) of respondents agreed, 2 (3%) of
respondents disagreed and 3 (4%) respondents indicated that they had no comment on
this question.

Two respondents agreeing commented that the criteria were consistent with those
considered important when both Australia and New Zealand considered the
international framework on which to base their financial frameworks. The respondent
agreed that the generally positive experience of each country demonstrates their
suitability as a base for the IFRANPO project. A second respondent commented that the
interaction between the criteria and the project Guidance objectives be made clear. The
respondent noted that the description framework’s ease of use focuses predominantly
on the ease of use from the perspective of preparers rather than users. The assessment
of the framework’s ease of use should also clearly evaluate its impact in NPOs financial
reports and whether it is proportionate to the needs of both preparers and users,
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5.7 The respondents that partially agreed commented that the projects should ensure that
the accounts are suitable to primary users of the accounts that will be different under
existing international frameworks. The project should also focus on the cost versus
benefit given a different stakeholder base. One respondent indicated that financial
assets should be included in the assessment of the suitability of existing frameworks
and that expected liabilities (for example, for funding commitments made by grant
making charities) should be included.

5.8 A respondent in this group (partially agree) proposed an additional criterion should be
considered that takes into account how the framework aligns with the four
characteristics of an NPO. Commenting that this criterion is similar to the first criterion
but goes further in looking at the underlying nature and objectives of the organization
and how each framework fits these core principles of an NPO. It also commented that
although the three criteria seem reasonable it didn't agree fully with the conclusions
reached under each one.

59 A further respondent commented that criteria 2 should not be a basis to evaluate the
suitability of a framework because both preparers and auditors must be familiar with
any reporting framework. Another respondent commented that two of the frameworks
chosen for evaluation do not have the same focus on accountability and decision-
making as the IPSAS.

510 Arespondent that disagreed commented that the starting point of this project is that
the nature of for-profits and NPOs is different, as pointed out by CCAB (in the 2014
study), indicating 'l don't think it will take much time to create a framework specific to NPOs,
regardless of comparability and efficiency.

GMC 4c Do you agree with the high level assessment of the existing international
frameworks against these criteria?

511  Sixty-three responses were received to question 4c. Fifty-seven (91%) of the responses
agreed with the high-level assessment of the existing international frameworks against
the criteria in Chapter 4. Two (3%) of respondents, partially agreed with the same
number disagreeing or providing no direct comment.

5.12  Arespondent agreeing to question 4c commented on greater freely available
educational support, this being consistent with the support for a role for IFRS for SMEs
in Australia's differential reporting regime, that the criteria help illustrate the gaps the
Guidance seeks to address and that it would be beneficial to evaluate the need for
comparability against the government sector. A respondent also commented on the
possibility of IFRS and IPSAS regime’s being able to extend the remit to NPO reporting.

5.13 A comment from a respondent that partially agreed indicated that in figure 4.3, the
assessment that IFRS and the IFRS for SMEs do not provide guidance relevant to
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accounting for non-financial assets by NPOs is ‘a little harsh'. It commented that ‘We
would see these as providing some guidance relevant to accounting for non-financial
assets by NPOs, therefore ‘amber’ would be a fairer assessment than ‘red’’

6. The Proposed Guidance Model

6.1

6.2

6.3

6.4

6.5

GMC 5a What do you see as the main challenges, if any, with the proposed
Guidance model and the use of the IFRS for SMEs Standard as the foundational
framework? What, if any, alternative model and/or foundational framework do you
suggest would be more suitable and why?

Development of the Model

Several respondents discussed the challenges around the construction and the form of
the model and whether the Guidance would be in the form of interpretations, be a
standalone set of standards, take the form of annotations and/or, include a rebuttable
presumption that IFRS for SMEs be used as a basis for guidance. Allied to this was a
comment about whether it be reviewed and revised on its own. The format of the
Guidance was also commented on and its interaction with the foundational framework.
One option suggested was to include guidance on NPO specific issues as
supplementary text within IFRS for SMEs standards. Comments also included that it was
important for the model to identify the differences from IFRS for SMEs and identify the
rationale for those differences, a suggestion included a model similar to that used by
the IPSASB to review IASB documents.

A respondent suggested that there would need to be a suitable group of NPOs
identified as a reference point for the development of the guidance and that this would
require a clear articulation of the type, nature and size of the NPO. Consideration would
need to be given to narrowing the scope of the target audience to clarify user needs
indicating that the description of public accountability similar to that in IFRS for SMEs
could be used.

Comments were also provided on the use of jurisdictional level standards and the need
to ensure that the accountability arrangements for these standards before they are
used to provide services and that using aspects from different frameworks may impede
familiarity and included a suggestion that it may be useful to include a hierarchy of
where to go to and look for guidance if none is available.

A number of respondents considered the size of the NPOs using the guidance and
mentioned that materiality should be considered in this context. Other respondents
raised the issue of tiered reporting and whether resolving it at an early stage could be
useful in developing the Guidance.

Other challenges referred to by respondents in the development of a guidance model
included:
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e ensuring that the final guidance includes a coherent framework as several different
contributing frameworks will be used

e therisks of undue specialisation

e the need for jurisdictional level amendment to be discouraged

e NPO-specific reporting issues, and

e the challenge of how to integrate different principles and guidelines from various
sets of frameworks/standards.

6.6 The scope of application of IFRS for SMEs - a respondent noted that under IFRS for
SMEs the entity that publishes general purpose financial statements for external users
does not have public accountability. However, NPOs are mainly engaged in fiduciary
business and have public accountability, which may not be compatible with IFRS for
SMEs.

Challenges for the NPO for the Proposed Guidance Model

6.7 Respondents also raised issues for the NPO which included the cost of adoption, the
need for education and training, the increase in volatility of profit or loss and the tax
implications that arise from this and specific NPO reporting issues.

External Challenges for the Proposed Guidance Model

6.8 Respondents commented on the lack of familiarity of IFRS for SMEs, the acceptability of
the model to main donors, and that IFRS for SMEs had been developed by profit-making
entities. Comments were also made on the need to demonstrate the benefits of the
model to different stakeholders.

Other Comments

6.9 Other comments included:

e the description of the proposed model as Guidance - this implies a level of
optionality. A respondent indicated that where the Model is applied the treatments
within the Guidance will be mandatory. The description of the application of the
Model will need to be clear.

e fragmenting the Guidance by NPO ie whether applied by simple or complex NPOs
may weaken the model

e the difficulties of agreeing on the NPO-specific issues since major standard setters
have issued sector specific guidance on those issues that is not consistent across
jurisdictions.

Alternative Models and/or Foundational Framework

6.10  Two respondents proposed that IPSAS standards should be used as an alternative with
comments including that the IPSASBs conceptual framework and financial reporting
frameworks align more closely with the objectives of the project and the characteristics
of NPOs. One respondent suggested that the that non-profit accounting standards
developed by FASB in the USA may be a better foundational framework.
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Annex A List of Respondents

Name Individual/Organisation
Alper ASLAN Individual
Andre Makutubu Balibwanabo Individual
Annie Akosua Akpene Agba Individual
Arup Kumar Pal Individual

Australian Charities and Not-for-Profits
Commission

Organisation

Belinda D'Souza Individual
Bev Bolton Individual
Bezuayehu Mengesha Individual

Canadian Accounting Standards Board

Organisation

Caroline Kariuki

Individual

Chartered Accountants Australia and New Zealand
(CA ANZ) and CPA Australia

Organisation

Collen Ngundu Individual
CPA. Ronald Kaweesi Individual
Dunstan lan Rukare Individual
Edmond Shoko-Lekhuleni Individual
Edmond Vanderpuye - In Network Individual
Eduardo Szazi Individual
EPUA Martin George Individual
Fernando Catacora Individual
Francis Mba Individual

Financial Reporting Council

Organisation

Getnet Haile Individual
Gibson Runesu Individual
Hasan Individual
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Name Individual/Organisation
Hilda Hakiza Individual
Hillary Luboyera Individual
Hisham Khilfeh Individual

Honorary Treasurers' Forum

Organisation

Humentum Organisation
ICAEW Organisation
ICAS Organisation

Innocent Philips

Individual

Institute of Certified Public Accountants of Rwanda

Organisation

Jeanette Calder Individual
Kim Schwartz Individual
Lawrence Akubori Individual

(Uganda joint response)

Institute of Certified Public Accountants of Uganda

Organisation

Leslie Williams

Individual

Li Chang

Individual

MACINTYRE HUDSON

Organisation

Mariama Kalidou SOW Individual
Mark Jerome Individual
Meti Busha Individual
Mohammed Abdo Alsaidi Individual
Musabe James Magson Individual
Namatai Moyo Individual

National Museum of Ethnology (Professor)

Organisation

Nigel Joseph Ndekwere

Individual

Nwachukwu Chukwuebuka Oguchi

Individual

Oak Foundation

Organisation

nstitute of

& Accountancy
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Name Individual/Organisation
Olufemi Temidayo Akintoye Individual
OUMOU WANE TOURE Individual
Owen Mavengere Individual
Pascal Ndahayo Individual

PKF Ghana

Organisation

Public Sector Accounting Board Canada

Organisation

Rafat Bandak Individual
Reggie Mitchell Individual
Robert Stephens Individual
Rumiya Kamari Individual
Rutendo M Individual
Samantha Mutemera Individual

Statement of Recommended Practice (SORP) -

Response from the Joint SORP-making Body
(Charities SORP FRS 102) - UK

Organisation

Steve Brentnall

Individual

Temitope Awolusi

Individual

The Global Fund

Organisation

The Japanese Institute of Certified Public
Accountants

Organisation

The National Board of Accountants and Auditors -

Tanzania

Organisation

The Nippon Foundation

Organisation

The Salvation Army in Canada & Bermuda

Organisation

The Salvation Army International Headquarters

Organisation

Tim Boyes-Watson Individual
Tina Carolyn Mkandawire Individual
Ufulu Chungu Individual
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Unknown Individual

Wellington School of Business and Government Organisation

Wessel Pretorius Individual
Wilfred Ndonye Kimeu Individual
Willian Almeida Individual

Total Number of Respondents: 79
Total Number of Individual Responses: 56

Total Number of Organisation Responses: 23
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Annex B1 Information About Respondents - Jurisdiction

County Number of Responses Percentage
Australia 3 4%
Brazil 2 3%
Canada 1 1%
China 1 1%
Ethiopia 3 4%
Great Britain/UK 6 7%
Ghana 2 3%
Jamaica 2 3%
Japan 3 4%
Kenya 1 1%
Multiple Jurisdictions 2 3%
Nigeria 3 4%
Palestine 1 1%
Senegal 1 1%
Sierra Leone 1 1%
Uganda 3 4%
Yemen 1 1%
ZAF (South Africa) 2 3%
Zimbabwe 4 5%
Not Applicable 37 46%
Total 79 100%

Continent Number of Responses Percentage
Africa 20 25%
Asia 6 8%
Europe 6 8%
North America 3 4%
Oceania 3 4%
South America 2 3%
Multiple Jurisdictions 2 3%
Not Applicable 37 46%
Total 79 100%

‘ I PFA The Chartered Institute of
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urisdiction Description Number Percentage
Global Jurisdiction 21 27%
Single Jurisdiction 33 42%
Multiple Jurisdiction 5 6%
Not Applicable 20 25%
Total 79 100%

‘ I PFA The Chartered Institute of
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Annex B2: Information About Respondents — Descriptions

Description Number Percentage
Accountant 7 9%
Auditor 2 2%
Board Member 3 4%
CFO/Director of Finance 7 9%
Chief Executive/CEO/Managing 1 1%
Consultant 6 8%
Deputy Finance 8 10%
Educator/Trainer 4 6%
Finance Manager 11 14%
Government 1 1%
Lawyer/Attorney/Solicitor 1 1%
Researcher 1 1%
Retired 1 1%
Not Applicable 26 33%
Total 79 100%

‘ I PFA The Chartered Institute of
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Annex B3: Information About Respondents - Accounting Basis

Accounting Basis Number Percentage
Accrual 40 51%
Cash 5 7%
Modified cash 17 21%
Not sure 1 1%
Not Applicable 16 20%
Total 79 100
Accounting Basis Number Percentage
Accrual 7 12%
Cash 16 30%
Modified Cash 30 56%
Not Sure 1 2%
Total 53 100%

Public Finance & Accountancy
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Annex B4: Information About Respondents - Financial Reporting Standards Used

Financial Reporting Standard Number Percentage
Funder requirements only 4 5%
IFRS 15 20%
IFRS for SMEs standard 9 11%
IPSAS (accrual basis) 2 3%
National GAAP 7 9%
NPO specific standards guidance based on IPSAS 3 4%
NPO specific standards/guidance based on IFRS 9 11%
NPO specific standards/guidance based on National 5 6%
GAAP

NPO specific standards/guidance based on the IFRS for 3 4%
SMEs standard

Other 5 6%
Not Applicable 17 21%
Total 79 100%
Financial Reporting Standard Number Percentage
Funder Requirements Only 12 23%
IPSAS 3 6%
National GAAP 3 6%
NPO Specific Standards Guidance/ IPSAS 4 8%
IFRS 5 9%
IFRS for SME 5 9%
NPO Specific Standard Guidance IFRS 5 9%
NPO Specific Standard Guidance/ IFRS for SMES 6 11%
NPO Specific Standard Guidance/National GAAP 9 17%
Not Applicable 1 2%
Total 53 100%

‘ I PFA The Chartered Institute of
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Annex B5: Information About Respondents - International Classification

Table 5(i): Which International Classification of Non-Profit Organisation
ICNPO group best describes your organisation and activities:

International Classification Number | Percentage

Business and professional associations unions - Organizations 1 1%
promoting regulating and safeguarding business professional
and labour interests

Education and Research - Organizations and activities 4 6%
administering providing promoting conducting supporting and
Servicing Education and research

Environment - Organizations promoting and providing services 3 4%
in environmental conservation pollution control and
prevention environmental education and health and animal
protection
Health - Organizations that engage in health-related activities 8 10%
providing health care both general and specialized services
administration of health care services and health support
services
International - Organizations promoting greater intercultural 7 9%
understanding between peoples of different countries and
historical background and also those that provide relief during
emergencies and promoting development and welfare abroad
Law Advocacy and Politics - Organizations and groups that 1 1%
ork to protect and promote civil and other rights or advocate
the social and political interests of general or specialist
constituencies, offer legal services and promote public safety
Other Classification 7 9%

Philanthropic intermediaries and voluntarism promotion - 1 1%
Philanthropic organizations and organizations promoting
charity and charitable activities

Religion - Organizations promoting religious beliefs and 2 2%
administering religious services and rituals includes churches
mosques synagogues, temples shrines and similar religious

institutions

Social Services - Organizations and Institutions providing 8 10%
human and social services to a community or target

population

Not Applicable 37 47%
Total 79 100
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Table 5(ii) Uganda Response: Which International Classification
of Non Profit Organisation ICNPO group best describes your organisation
and activities:

International Classification Number Percentage

Business and professional associations unions - Organizations 4 8%
promoting regulating and safeguarding business professional
and labour interests

Education and Research - Organizations and activities 4 8%
administering providing promoting conducting supporting and
Servicing Education and research

Environment - Organizations promoting and providing services 4 8%
in environmental conservation pollution control and
prevention environmental education and health and animal

Health - Organizations that engage in health-related activities 11 21%
providing health care both general and specialized services
administration of health care services and health support
services

International - Organizations promoting greater intercultural 5 9%
understanding between peoples of different countries and

historical background and also those that provide relief during
emergencies and promoting development and welfare abroad

Law Advocacy and Politics - Organizations and groups that 2 3%
work to protect and promote civil and other rights or advocate
the social and political interests of general or specialist
constituencies, offer legal services and promote public safety
Other Classification NA NA

Philanthropic intermediaries and voluntarism promotion - 1 2%
Philanthropic organizations and organizations promoting
charity and charitable activities

Religion - Organizations promoting religious beliefs and 2 3%
administering religious services and rituals includes churches
mosques synagogues, temples shrines and similar religious

institutions

Social Services - Organizations and Institutions providing 10 19%
human and social services to a community or target population

Not Applicable 10 19%
Total 53 100%
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Annex B6: Information About Respondents - Revenue Sources Ranking

Revenue Sources Number Percentage
Donations 7 9%
Grants 31 39%
Other 1 1%
Sale of Goods 5 7%
Not Applicable 35 44%
Total 79 100%

Revenue Sources Number Percentage
Donations 20 25%
Gifts in Kind 3 4%
Grants 9%
Sale of Goods 7%
Services in Kind 3 4%
Not Applicable 40 51%
Total 79 100%

Revenue Sources Number Percentage
Donations 4 6%
Gifts in Kind 10 12%
Grants 4 6%
Sale of Goods 7 9%
Services in Kind 7 9%
Not Applicable 47 58%
Total 79 100%

‘ I PFA The Chartered Institute of
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Revenue Sources Number Percentage
Donations 1 1%
Gifts in Kind 3 4%
Other 1 1%
Sale of Goods 2 2%
Services in Kind 16 20%
Not Applicable 57 72%
Total 79 100%

Revenue Sources Number Percentage
Donations 1 1%
Gifts in Kind 8 10%
Sale of Goods 7 9%
Not Applicable 63 80%
Total 79 100%

Public Finance & Accountancy
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Annex C - Questions Relating to Part 1 of the Consultation — Analysis of Responses

(a) agree 65 (83%) 0 0 0

(b) partially agree 0 6 (8%) 0 0

(c) disagree 0 0 7 (9%) 0

(d) no comment 0 0 0 0

Total Number of 78
Responses

Agree Responses

Respondents that supported the approach indicated:

e They support focusing on the types of organisations that are ‘likely to benefit the most from
the Guidance’, rather than specifying those that are permitted to use it. This approach is
similar to the IFRS for SMEs Standard, which includes a definition of those entities for
which the standard is intended.

e Support was given to principles-based guidance.

e Itshould aim to be as inclusive as possible.

e The approach should consider the sector from a holistic perspective. That is,
understanding the nature and the purpose of the organisation to determine the
accounting framework to be applied will provide relevant and comparable financial
statements among similar type entities.

e Many of these characteristics are similar to the characteristics of public sector entities
(governments and other government organisations) in Canada.

e The respondent was not aware of any existing not-for-profit organization which would not
fit under one or more of these broad characteristics.

e Much time could be spent developing a finer definition but allowing the approach to be
broader rather than narrower would enable wide international applicability is a sensible
approach.

There were, however, comments on the application or how the guidance could be improved:

A frequent comment in both the agree and partially agree respondents is that the characteristic
'delivering services for the public benefit' should include goods as well as services. An example given
by one respondent was that an NPO could be distributing medical supplies.

Further comments included:

e Regarding the characteristic ‘profits/ surpluses are directed for public benefit’ a respondent
recommended that the explanation of this characteristic does not preclude the
distribution of profits but prevents this being the organisation’s primary objective.

e ‘Voluntary donations and grant funding may be significant’ - as this characteristic is often
present in organisations that demonstrate the first and second characteristics, it was
recommended that it is expressed as an indicator rather than a characteristic. It was also

‘ I PFA The Chartered Institute of
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Comments on Responses to Question 1

noted that grant funding is referred to from the perspective of recipients only. This risks
overlooking NPOs that achieve their objectives through the provision of funding

e ‘Assets are held and used for social purposes’— a respondent commented - this characteristic
excludes organisations from holding assets to generate a financial return. The second
characteristic allows organisations to hold assets to generate a financial return where the
return is directed to furthering the organisation’s public benefit objectives (e.g. NPOs that
hold endowment funds). Including both these features as characteristics is potentially
confusing. It was suggested that this be an indicator as the first two characteristics were
most important.

e Support was provided for a broad characteristics approach, but one organisation
indicated that it would support ‘an asset lock’i.e., an NPO should not be permitted by law
or its founding documents to distribute surpluses to individuals or to commercial profit
distributing entities.

e Further consideration should be given to extending the envisaged scope of the NPO
guidance to encompass entities which are not public benefit entities, except where
jurisdiction specific legislation is in place. Examples offered included trade unions, trade
associations, political organisations, non-charitable campaigning bodies and think tanks
(the respondent did not support private members clubs).

e Consideration for making the relationship between the characteristics all “and” statements
to avoid unintended consequences (for example the respondent argues currently the
guidance could include public utilities) and a suggestion that guidance on the body of
evidence was needed.

e Anessential characteristic of NPOs is that they have a legal organisational purpose, not
just a board strategy, to further social or wider societal aims and to advance public
benefit. The respondent noted that the definition should be sufficiently wide to include
organisations that are not established using not profit organisational structures but will
nevertheless wish to adopt a NPO framework for financial reporting.

Partially Agree Responses

The comments from the respondents that considered they 'partially agreed’ included:

e Three of the respondents indicate that the first and second characteristics are the
relevant/reliable indicators, and that the guidance should focus on those two.

e Commentaries were provided on the need to define what public benefit might mean with
one respondent indicating that it might also include subsets of the community.

e Tothe extent that the fourth factor is relied on, it was suggested that 'social purpose’ may
need further definition. Examples may help illustrate what types of organisations are, and
are not, meant to be covered.

e Arespondent suggested that the characteristics should be shaped according to the
purpose of the project (ie, to enable it to consider accounting issues)

o Afurther respondent suggested it considered that grant giving charities, particularly those
making grants from existing reserves, may not be adequately covered by any of the four
characteristics.

Disagree Responses

( IPFA The Chartered Institute of h"mentum
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The comments from the respondents that considered they 'disagreed’ included:

e Onerespondent suggested a ‘pure’ NPO approach.

e Asecond respondent commented on the use of the term public benefit which has a
general understanding but is specific in charity law and did not find the definitions work
for foundations, trusts; etc.

e Athird respondent indicated that their analysis focused on organisational objectives and
identified “whether or not the organisation aims to provide economic benefits to resource
providers,” as an important characteristic that differentiates for-profit and not-for-profit
organisations.

Public Finance & Accountancy
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(a) agree 66 (85%) 0 0 0
(b) partially agree 0 10 (13%) 0 0
(c) disagree 0 0 2 (2%) 0
(d) no comment 0 0 0 0
Total Number of Responses 78

Agree Responses

The respondents to the consultation agreeing to question 2 a) commented:

NPOs have varying degrees of accountability to users of their services, their contributors
and members and any relevant regulators.

There were differing views on whether the groups described in the consultation included
members and/supporters and employees and creditors.

One respondent commented that there are community expectations about how NPOs
should behave, and those expectations may play a part in the accountability framework.
A comment included the role the granting of government tax concessions plays in
providing an NPO with benefits for which they should be held accountable.

A respondent indicated that it was challenging to determine a reporting framework that
can best meet the needs of a homogenous population of users.

Comments included that internal stakeholders are owed accountability and some use
general purpose annual reports (GPFR) to gain that information and that It could be
expected that the reporting system put in place to support GPFR will also benefit
managers, board members and staff who may be concerned about the NPO's financial
sustainability.

Partially Agree Responses

Four respondents consider that accountability arrangements are articulated from
the perspective of general-purpose financial reports or accounting standards, rather than
focusing on four stakeholder groups.

One of the respondents indicated that this approach:

avoids the list of stakeholders

acknowledges the profile of different stakeholder will vary and depend on the NPOs'
circumstances and is

similar to the approach in IFRS for SMEs which acknowledges a broad range of users.

Another of the respondents indicated that the project will need to determine if it has equivalent
objectives (to private sector accounting standards) and who the primary users would be, which it
was suggested will typically be funders. Some users, such as regulators, might more appropriately
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obtain information (for themselves or others, eg, the public) by other means.

One of these respondents also suggested that it may be helpful to extend the definition of
resource providers beyond funders etc and providers of finance, to include suppliers of goods

It also suggested that not all NPOs provide services in the traditional sense, therefore using the
broader term ‘beneficiaries’, in addition to or instead of service users, is worth considering. It
commented that potential providers of resources may be another key group the Initiative may
wish to consider adding to the list of key users of annual reports and financial statements.

One of the respondents whose comments emanated from their own conceptual basis indicated
that among the main stakeholders, they have positioned resource providers and creditors as the
main information users, and therefore focused on constructing a financial reporting model that
meets their information needs.

Another respondent commented that it considered societal accountability to be principally linked
to the organisation meeting its legal and regulatory obligations. In this context they suggest an
important characteristic of NPOs is their ability to act independently of the state.

and services or to include suppliers of goods and services as a separate group of key/ main users.

Disagree Reponses

One of the respondents that disagreed indicated that, as an alternative, stakeholders should be
focused mainly on donors and regulators. It was of the view that there is a problem in applying
the for-profits external stakeholder theory to NPOs.

A second respondent commented that the focus in this paper seems to be on very traditional
service delivery type of NPOs although advocacy is mentioned. Philanthropy is increasingly
focussed on systemic change which could be better reflected in terms of accountability. The
respondent suggested adding the sector itself.

(a) agree 69 (89%) 0 0 0
(b) partially agree 0 4 (5%) 0 0
(c) disagree 0 0 5 (6%) 0
(d) no comment 0 0 0 0
Total Number of Responses 78
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Comments on Responses to Question GMC 2b

Agree Responses

Respondents indicating that they agreed with question 2b also commented:

e internal controls should be included as well as mechanisms which address the issue of
trust and confidence objectives for the future

e for one respondent, the jurisdictions to which they relate included registers of charities

e stakeholders are interested in how the funds or resources provided have been used as
well as in the quality and quantity of services provided.

e further expansion could be provided on the term “economy, efficiency and effectiveness
compliance” as this is a key element interesting many external stakeholders, while another
respondent commented on optimising’ the three Es, rather than maximising them

e Itisimportant that reporting for NPOs not only highlights outputs, but also, and more
importantly, outcomes.

A further respondent commented that while the CP presents the information needs of
stakeholders in a flat manner, the Fundamental Concepts sort them out based on the objectives
of financial reporting, as they are the starting point of discussions in the structure of the Concepts.

Partially Agree Responses

Respondents that partially agreed indicated:

e Again, that charities in their region completed a register providing information supporting
accountability

e Other areas that are likely to be of interest include how the entity is organised to perform
its objectives (eg, legal form of organisation). But it is not necessarily the case that
financial reports are the best means of conveying information that they might seek.

e These reporting areas will need to be carefully considered to ensure that they are suitable
for the size and complexity of the reporting entity, and also that the reporting
requirements are practical for substantially all NPOs. Again, it was noted that reporting on
how an NPO is achieving its objectives is best achieved by reference to outcomes and that
it is important for NPOs to explain the effectiveness and compliance to donors and
regulators

e |tisalso meaningful to show that the operation is stable in the long term as a provider of
public services.

Disagree Responses

The following commentaries were received from respondents that disagreed with question 2b:

e One respondent sought views on whether an accounting standard could realistically meet
the needs of all stakeholders. Acknowledging budgetary constraints on development and
monitoring of standards may mean prioritisation of some stakeholder cohorts whose
needs cannot be met elsewhere.

e Onerespondent had multiple objections indicating that for this exercise, it would be
appropriate to set out separately the objectives of the NPO Guidance, the objectives of
the annual report and the objectives of the financial statements. It commented that
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o the four themes related mainly to narrative/annual reports rather than to financial
statements. It will be guidance on financial reporting which forms most of the
material within the planned NPO Guidance.

o the term ‘performance against objectives' would be preferrable to ‘achievement of
objectives’ as this would better recognise that objectives are not always achieved.
It also suggested that NPOs should report what difference they have made (i.e.,
their impact) in their annual report.

o it did not think demonstrating value for money works as an objective for an NPO's
annual report and financial statements. An NPO should be able to demonstrate
the difference it has made and its financial health, including its longer-term
sustainability, encompassing its longer -term financial sustainability.

o auditing standards do not require the annual report as a whole to be audited,
therefore, statements about value for money by an NPO could challenge the
current auditing framework and could increase the risk that the governing body
may not report objectively about its activities and performance.

o it would be helpful for NPO annual reports and financial statements to place an
emphasis on the reporting of an NPO's funds, including, commentary on whether
or not any restricted funds’ have been spent for the purposes intended. This may
reduce funder requests for additional separate reports. Reporting will need to be
proportionate in recognition that an NPO's annual report and financial statements
are for a general purpose.

e Afurther respondent commented that NPOs exist as an alternative to such a money-
centric society. The respondent continued:
'The value of efficiency makes vulnerable people who are unable to work efficiently even more
vulnerable. Efficiency is a value that for-profit companies deserve, but NPOs find their raison
d'etre in being free from efficiency. Unlike external stakeholders in the capital markets,
stakeholders of NPOs are not interested in money, but in the integrity of their activities.”

(a) agree 66 (89%) 0 0 0
(b) partially agree 0 1(1%) 0 0
(c) disagree 0 0 7 (10%) 0
(d) no comment 0 0 0 0
Total Number of Responses 74

Agree Responses

In agreeing correspondents commented:
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Comments on Responses to Question GMC 2c

e ondonors' financial requirements, a suggestion was made that in developing the
Guidance IFR4NPO identifies information commonly required by donors/ funders and
consider the extent to which the guidance might harmonise them, to reduce diversity and
minimise the reporting burden - the greater comparability and reliability of their entity
financial reports will be of benefit to donors

e agreement that jurisdictional and funder reporting inconsistencies pose the greatest
challenges to NPO reporting, potentially resulting in scarce resources being utilised in an
inefficient and unnecessary way — examples were given of grant acquittals and fundraising
accountability laws in Australia as a jurisdiction though New Zealand was described as
having resolved most of the issues (other than grant acquittals) by introducing a single
reporting framework

e although general-purpose financial reporting plays a key role in relation to accountability
and decision-making, it represents only one of the sources of information that supports
these activities - within the UK, the majority of NPOs prepare general-purpose financial
reports using the same financial reporting standards. Despite this, donors and funders
continue to request special purpose financial reports. The respondent recommended that
care is taken to avoid overstating the impact of the Guidance on the current reporting
burden faced by NPOs and the Guidance avoids focusing on the particular information
needs of these specific stakeholders

e stakeholders look to financial statement information as a means of determining whether
the resources entrusted to a NPO were used, managed, and maintained in an appropriate
manner

e the ability to use financial and non-financial information to assess whether a NPO has
fulfilled their responsibility for stewardship of the resources entrusted to them and to
make more-informed decisions is pertinent to all stakeholder groups, not just donors.

e while a common framework will address issues of reporting at the organisational level, it
seems unlikely that the needs of all users, particularly related to individual programs or
projects, will be met

e chapter 2 is more focused on the accountability needs of specific stakeholders; it is also
important to consider information needs in respect of decision-making. Decision-making
is often based on past accountability. Further, while many charity regulators concentrate
on ‘accountability and transparency, the concern about the public's trust and confidence
in a number of jurisdictions is evidence that reputational effects of well discharged
accountability also impact on future decisions.

Partially Agree Responses

One of the respondents commented that the interests of users (including donors) are important,
but those interests must be balanced with the need to reduce the administrative burden on
NPOs. Such organisations may not all have the skills and resources to properly commit to onerous
reporting obligations. the Governance Standards and External Conduct Standards contained in
the ACNC Regulation also serve to provide this form of accountability.

Disagree Responses

Two of the respondents that disagree commented:
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e Consider the level of scrutiny required to assure, especially, financial accountability to
donors, which has been the subject of special purpose reporting outside the scope of a
standard. An objective of the IFR4NPO project is to address multiple funding fraud.

e One respondent was concerned that the Consultation Paper placed too much emphasis
on decision-usefulness over stewardship. Separate consideration is needed of the
objectives for the annual report and the financial statements. The objectives for the latter
need to enable governing bodies to prepare accounts that will either ‘present fairly’ or give
a 'true and fair’ view for users interested in stewardship, demonstrating accountability for
the past and sustainability for the future. Where decision making is relevant ‘'more clarity
is needed as to how the Initiative believes NPO financial statements will support decision-
making in a broader sense than ‘economic’.’ In particular, consideration is needed of the
‘extent to which the balance sheet approach to the IFRS for SMEs... can be translated as being
useful to the economic decisions and non-economic decisions made by users of NPO financial
statements.’ For instance, the impact of departure from the use of fair values' (for example in
concessions for smaller or less complex NPOs) on decision usefulness need to be
considered in developing NPO financial statement objectives.
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GMC 3a What, if any, do you see as the main challenges with Guidance
that is accrual-based?

Capacity, Skills and Expertise

Probably the most significant response to this question was in terms of capacity and capability.
Around 15 respondents indicated that one of the challenges of the move to accruals accounting
would be the capability and capacity of NPO staff to undertake this move and maintain the
system, with respondents referring to the level of skills and technical expertise available or
needed to employ the more technically complex accrual accounting policies and systems, the
need for or to recruit qualified accountants and the resources required to implement the
changes, with a number of respondents referring to the budget for the recruitment of new staff
(or presumably volunteers). This was perceived by respondents to be particularly problematic or
acute in smaller NPOs.

There was a focus on costs and sustainability of skills and systems. The additional audit costs and
increased cost of compliance was also referred to. The move to an accrual-based system was also
mentioned with one respondent describing an ‘entire knowledge transformation process’.

Several respondents also commented on the systems necessary and thus the investment
required to implement accruals accounting, including an example of manual systems, while
another referred to excel based accounting software. Allied to this issue were the increased
information requirements needed to operate an accrual-based system and the ability to access
this information with commentary that in some jurisdictions this may not be realistic.

Stakeholders Use of and Understanding of Accruals Based Systems

Several respondents commented on the potential of the use of accrual-based systems with many
commentators raising the issue of donors use and acceptance of accrual - based reports. There
were some general comments about accrual-based statements only being able to be interpreted
(accurately) by accountants.

Respondents commented that it could/would be challenging for NPOs to convince some of the
donors where they specifically want reports on a cash or modified cash basis with comments
relating to reporting needs for capital expenditure or donors wanting to see contracts which have
yet to be expensed. Comments also indicated that donors think that only cash-based reporting is
valid or that stakeholders do not understand accruals-based information.

It was noted that this meant that NPOs would have to produce multiple reports.

A further commentary included that ‘'most NPOs will suffer from founder’s syndrome where the
founder is not open to change and sees that best practice is bureaucratic as they just want to get things
done and would rather they stick to [a] cash basis’

Commentary also included the need for donors to understand the advantages of an accrual-
based system and that it would be useful if support were sought from this group.

A respondent also commented that insisting on accrual-based accounting may be an issue for
other regulators and grant makers that require financial information from smaller charities (that
are reporting on a cash basis). While another mentioned jurisdictional requirements and a tax
basis causing issues.

Another issue relating to the understanding of an accruals-based system raised by one
respondent is that ‘a faulty application could lead to a cash constraint or a working capital crisis’.
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GMC 3a What, if any, do you see as the main challenges with Guidance
that is accrual-based?

Education and Training

Aligned to the capacity of NPOs to understand more complex financial statements and the skills
and capacity of NPOs was the need for education and training. One respondent noted that
education and training could be a significant challenge in some jurisdictions but basing the
Guidance on IFRS for SMEs increases the likelihood that accountants who apply the Guidance will
have a reasonable knowledge and understanding of it. Another respondent recommended that
an education and communications plan that is implemented over a number of years if the
Guidance is to become a generally accepted framework. Another respondent indicated that
training for both finance and non-finance staff should be followed by monitoring post
implementation to ensure proper application.

Differential Application

Several respondents used this question to raise the issue of differential application of the
Guidance.

A respondent indicated that small charities in Australia do not submit financial reports in their
jurisdiction but are required to submit unaudited financial information and indicated that it would
support cash accounting guidance being developed as well.

Three respondents from the UK referred to the use of the small charities' receipts and payments
thresholds in the UK and considered that it may be useful to consider some form of the guidance
for cash or modified cash accounting. This would ensure that the approach was proportionate
and/or that the guidance was able to be used by a larger number of NPOs and avoiding the costs
of the move to an accrual-based accounting system with one respondent commenting ‘other than
for the very smallest or least capable entities, we suggest that a form of modified cash basis reporting
can usually provide a good compromise, with a reasonable level of accountability’.

A respondent also mentioned that NPOs as part of the public sector should be given an option to
use IPSAS-Cash basis for financial reporting.

Specific Accounting Issues

Other comments included specific accounting issues, linked to accrual-based accounting such as:

e the measurement of inputs that are non-monetary or received on a complimentary basis
and any related outputs

e theinterpretation of accruals and matching concepts and income from grant and contract
funding

e other complex areas which have been addressed successfully in the UK within FRS 102
include non-exchange transactions, heritage assets, concessionary loans and donated
services. However, areas such as the valuation of general volunteer time remain outside
normal accounting frameworks.

Other comments on Accrual-Based Systems

One respondent expressed concerns about the premise of the move to accrual-based accounting
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' think the biggest problem of Part 1 is that it unconditionally presupposes comparability and efficiency,
which are the theories of business accounting. Since NPO activities do not have to be efficient, there is an
idea that they can be more flexible than for-profit companies. Inefficient activities such as buying
products made by vulnerable people at a high price are very common in NPOs.

Challenges for the Guidance

Respondents provided a useful outline of the challenges faced in the production of Guidance for
non-financial information for NPOs indicating the following:

e The diversity of the entities given what they are trying to achieve and range of jurisdictions
and the difficulty of developing consistent guidance that can be applied across both.

e Being able to develop guidance which demonstrates the benefits of this form of reporting
outweigh the costs faced by the NPOs applying it. A respondent commented that the
challenge is whether NPOs will see non-financial information for stakeholders and
reporting as necessary, will they view it as important and of greater relevance and will they
have the 'will' to ensure that these are accurately and professionally presented within
their reports. Another commented ‘charities use their websites and other digital means to
provide information which is not regulated, is cheaper and easier to produce, and because it is
regularly refreshed is not a permanent record. There is a risk that adding additional
information into the annual financial statements is perceived as adding expense but little
benefit to users of the information.’

e For non-financial reporting, this Guidance should promote an easily readable summary of
key financial information for the reporting period embedded with the NPO's achievements
and performance.

e Timing - one respondent commented that there are a number of international initiatives
developing non-financial reporting frameworks and recommended that the Guidance
should leverage from these initiatives rather than being developed in isolation. Another
respondent noted that both IFRS and IPSAS only provided non-authoritative guidance in
this area.

e Ensuring that Guidance is clear- avoiding the is a risk that reports by different entities will
not be readily comparable and that an entity may use inconsistent criteria and bases for
reporting from one year to the next.

e Respondents also raised the issue of how and whether audit will apply and what these
costs might be

e Regulation for compliance - respondents queried who will regulate non-financial
information reporting for NPOs, will it be mandatory or best practice which benefits the
reputation of NPOs?

e There are no clear, settled criteria for reporting non-financial information: in some cases,
there are no criteria; in others (e.g. environmental reporting), there are a number of
different sets of standards, with different approaches and results.

e Ensuring the Guidance is not overly burdensome.
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GMC 3b) What, if any, do you see as the main challenges with Guidance
that includes non-financial information reporting?

e The provision of Guidance which balances a prescriptive approach but ensures key
matters are reported in a consistent way, with an approach which encourages NPOs to
provide a narrative which clearly explains their diverse activities and achievements. A
respondent commented that narrative reporting may lose some of its value if it is too
standardised. The information should be principles based as entities need to provide the
information that is relevant for their purposes while maintaining its objectivity and
neutrality.

e Indicators (KPIs), - measurement and evaluation processes/guidelines or standards for
non-financial reporting should be able to be easily applied and relevant for NPOs.

e Thetitle of the project does not suggest that the Guidance will include non-financial
information reporting. This could create confusion and misunderstanding. A respondent
recommended that consideration is given to how the project’s title could better reflect the
intended scope of the Guidance.

One respondent noted that the move to accrual accounting was a significant project so suggested
that consideration may have to be given to a two-phase project in which the financial reporting
requirements are dealt with in phase one and non-financial reporting in a second phase.

Challenges for NPOs in a Move to Producing Non-Financial Information Reports

Respondents also pointed out that there would be challenges for NPOs in the production of non-
financial information reports including:

e Scope - deciding what is reported (and what is not) can be challenging and needs clear
thinking from an external stakeholder perspective, with one respondent highlighting the
number and diversity of these stakeholders.

e Getting the right balance - information should include negative, as well as positive, service
performance information.

e The cost of collecting, collating and verifying relevant data (eg, impact of activities by the
NPO), reporting it in a meaningful way, and getting the information assured (where
relevant). It can also be difficult to decide what information (on performance or impact) is
used and whether it is capable of being measured consistently. Systems may need to be
improved, or even created, to enable information to be captured and reported and
internal controls around these will need to be established. It can be difficult for entities to
identify and articulate the level of responsibility they can claim for the achievement of
outcomes.

e Information must be relevant and useful for stakeholders to help assess the efficiency and
effectiveness as well as the sustainability of the organisation. This has to be balanced with
ensuring that, providing non-financial information should not be an opportunity for
management to present a biased view of the organization.

e Subjectivity - Non-financial information cannot be measured to the same degree of
accuracy as financial information. A respondent commented that high levels of judgement
are required in respect of attribution and measurement issues and agreeing an
appropriate reporting framework.

e Reconciliation of non-financial reports (activities) against the financial one - some activities
may be reported as a non-financial performance (accomplishment) but may not qualify for
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recognition and measurement in the financial statements. Another respondent remarked
on the disconnect of financial information from non-financial information.

e Resources and capacity for small NPOs are normally limited, and this might mean
challenges in getting the resources to prepare and issue a non-financial report.
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a) agree 69 (90%

(@)
(@)

)
b) partially agree

(

( 0 3 (4%) 0

(c) disagree 0 0 4 (5%)

(d) no comment 0 0 0 1(1%)

Total Number of Responses

77

Agree Responses

Respondents agreeing with question 4a commented:

ANZ and CPA Australia have been strong long-term supporters of international
harmonisation of accounting standards and have supported the use of international
standards as the underlying base for much of the mandatory NFP reporting in both
Australia and New Zealand.

Two respondents referred to the need for the guidance to be proportionate for smaller
NPOs. One of the respondents commented that the use of IFRS for SME was an important
consideration in New Zealand developing its domestic Tier 3 and Tier 4 NFP simple format
reporting standards. Its concept of ‘public accountability’ and its disclosure reduction
principles have subsequently been used to develop the reduced disclosure regimes that
operate in both jurisdictions for Tier 2 entities producing general purpose financial
reports. The second respondent noted that the proposals do not mention tiering i.e.,
concessions for smaller or less complex NPOs. This respondent recommended that these
are considered when developing the Guidance. Providing the view that it will be
necessary to simplify some of the requirements in the IFRS for SMEs for smaller or less
complex NPOs in some areas, eg for fair value measurement and around disclosure
requirements. It continued that consideration could also be given to developing cash-
based or modified cash-based guidance for smaller or less complex entities as part of a
tiered approach.

International guidance (whether IFRS, IFRS for SMEs or IPSAS) has been developed
through extensive consultations and international best practices. Respondents
commented it is a lot easier to build on the work already done on international financial
reporting but focus specifically on NPOs.

There are significant advantages from being able to leverage the work undertaken to
develop and maintain these frameworks. Application of the Guidance may also be aided
by practitioners' familiarity with these frameworks and the existence of training and
educational materials that support their adoption. The benefits of the speed of developing
the guidance was also mentioned.

The standards/financial statements are widely used, including by funders and
practitioners, and relevant training and educational materials are available. However, both
IFRS and IFRS for SMEs start with the holders of equity as the primary user and their
information needs will not be the same as those of donors (or other primary users) of
NPO accounts and the guidance will need to be adapted for the purpose. We believe that
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the UK experience shows that this is possible, eg, through FRS102 and the Charity SORP.

e On the practicality of this approach, the experience is that the adoption of international
standards with appropriate maodifications for non-profit reporting has proven in local
jurisdictions to work well, and this has been the case in the UK. Non-financial narrative
reporting is in a more nascent state, and this would be a useful area to add focus. Other
examples to be considered include volunteer contributions to NPO activities - the
resources used are often highly significant and add a considerable amount to not only the
public benefit of the organisation, yet often there is little attempt to measure or quantify
this significant resource being utilised to achieve the NPO's objectives.

Partially agree

Comments from those respondents that partially agree included that some jurisdictions are
further on than others in providing NPO solutions which are locally applicable but may therefore
not be easily transferrable internationally. Where there are dual regulators, for example
Companies House as well as the Charity Commission in England and Wales, there needs to be an
established process to keep standards compatible.

Disagree

A respondent disagreeing commented:

‘I think the direction is the opposite. We should start the discussion with the characteristics of NPOs.
This proposed method is not appropriate if the assumptions of comparability and efficiency are broken.’

(a) agree 60 (85%) 0 0 0
(b) partially agree 0 6 (8%) 0 0
(c) disagree 0 0 2 (3%) 0
(d) no comment 0 0 0 3 (4%)
Total Number of Responses 71

Two respondents agreeing commented:
e the criteria are consistent with those that were considered important when both Australia
and New Zealand considered the international framework on which to base their NFP
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Comments on Responses to Question GMC 4b

frameworks. The generally positive experiences of each country with implementing and
modifying them has demonstrated their suitability as a base for the IFRANPO project.

e ".werecommend that the interaction between the criteria and the project Guidance objectives is
made clear. Objectives 1 and 2 anticipate Guidance that provides quality, transparent and
credible NPO financial reports that are proportionate to the needs of preparers and users. We
believe these aspects are relevant in the assessment of a framework’s ease of use. However, the
description of this criterion in Figure 4.2, and assessment of the frameworks against it, focuses
predominately on ease of use from the perspective of preparers who apply the framework,
rather than users who are impacted by the information prepared in accordance with it.
Therefore, the assessment of a framework’s ease of use should more clearly evaluate its impact
on NPO financial reports and whether this information is proportionate to the needs of both
preparers and users (i.e. supports Objective 1 and 2). Doing so would provide a more complete
analysis of the frameworks in the context of the Guidance objectives.’

Partially Agree

The respondents that partially agreed commented:

e The project should ensure that the accounts are suitable for their primary users. These
will be different from primary users of accounts under existing international frameworks,
but much of the information provided will be relevant to users of NPO accounts eg, to
funders. The project should also focus on cost versus benefit of using existing
international frameworks and the accounting and disclosure requirements entailed, given
the different stakeholder base

e Financial assets should be included in the assessment of the suitability of existing
international frameworks. We would also have expected liabilities to be a priority issue
too, for example, funding commitments made by grant-making charities and
concessionary loans, spring to mind as two potentially important NPO issues it envisaged
the NPO Guidance would need to address.

e One respondent proposed an additional criterion should be considered that takes into
account how the framework aligns with the four characteristics of an NPO. This criterion is
similar to the first criterion but goes further in looking at the underlying nature and
objectives of the organization and how each framework fits these core principles of an
NPO. The three criteria used to assess the suitability of the existing international
frameworks seem reasonable. The respondent didn't fully agree with the conclusions
reached under each criterion. There was agreement with the assessment in paragraph
4.24 that IPSAS performs better overall, particularly in areas related to non-exchange
transactions and accounting for assets that are held for the services they can provide
rather than for cash generation. The purpose of IPSAS versus IFRS or IFRS for SMEs is
more closely aligned to the three objectives of the IFRANPO project, especially when
considering the need to provide information that is useful for decision making and
accountability as well as addressing specific NPO issues. While IFRS for SMEs may be
useful for smaller NPOs, for the larger more complex NPOs such as those in the public
sector, the fact that the IFRS for SMEs omits accounting topics irrelevant for non-listed
entities may be problematic. Additionally for the larger more complex NPOs, similar to
those in the public sector, consideration should be given to starting with IPSAS as the
foundational framework as it lends itself more closely to the underlying nature and
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purpose of the organisations for which the guidance is being developed and would avoid
significant gaps in the guidance. IPSAS provides guidance on non-exchange transactions
which would likely be significant for these larger, more complex NPOs. The respondent
argued that although IPSAS and IFRS are more complex, they provide a more robust
framework. One of the arguments put forward in the Consultation Paper was that
applying IFRS for SMEs would require less resources as updates only happen
approximately every five years. Consideration should be given as to whether the regular
updates of IFRS and IPSAS are more demanding. When standards are updated or new
standards developed, there is often an implementation period provided to allow
stakeholders time to prepare. It might be easier to address changes one at a time rather
than numerous changes every five years.

e (riteria 2 should not be a basis to evaluate the suitability of the international framework
as both preparers and auditors must be familiar and compliant with any recommended
reporting framework.

e The Consultation Paper states who the users are and that they have needs for both
accountability and decision-usefulness. Nevertheless, two of the frameworks chosen for
comparison (IFRS and IFRS for SMEs) do not have the same focus on both accountability
and decision-making as the IPSAS.

Disagree

A respondent that disagreed commented the starting point of this project is that the nature of for-
profits and NPOs is different, as pointed out by CCAB (in the 2014 study"). Indicating '/ don't think it
will take much time to create a framework specific to NPOs, regardless of comparability and efficiency.’

(a) agree 57 (91%) 0 0 0
(b) partially agree 0 2 (3%) 0 0
(c) disagree 0 0 2 (3%) 0
(d) no comment 0 0 0 2 (3%)
Total Number of Responses

Agree

' International financial reporting for the not-for-profit sector, A study commissioned by CCAB, 2014.
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The respondents to Question 4 ¢) commented:

In addition to the advantages noted of the IFRS for SMEs, there is greater freely available
educational support provided by the IASB than for IFRS or IPSAS.

The assessment is consistent with underlying principles applied in both Australia and New
Zealand for the adoption and modification of NFP standards and is also consistent with
the reasoning behind the respondent’s support for a role for IFRS for SMEs in Australia’s
differential reporting regime.

The assessment of the extent of guidance on NPO specific issues helps illustrate the gaps
that the Guidance seeks to address.

The main issue is the willingness and capacity of the IFRS or IPSASB to widen their remits
to include NPO reporting.

In addition to above, it would be beneficial for the IFR4ANPO consultation paper to evaluate
the need for comparability with the information coming from the Government sector (i.e.
Ministries, national programmes, Government entities).

Partially agree

A respondent that partially agreed to question 4 ¢) commented that in figure 4.3, the assessment
that IFRS and the IFRS for SMEs do not provide guidance relevant to accounting for non-financial
assets by NPOs is ‘a little harsh'. It commented that ‘We would see these as providing some guidance
relevant to accounting for non-financial assets by NPOs, therefore ‘amber’ would be a fairer assessment
than red"’

Challenges for the Approach to Developing and Drafting the Guidance Model

The following were identified by respondents as challenges to developing and drafting the
Guidance model using IFRS for SMEs as the foundational framework:

Several respondents discussed the challenges around the construction of the form of the
model ie whether the Guidance would:
o beinthe form of interpretations or amendments to IFRS for SMEs to address
NPO specific issues
o be astandalone set of standards incorporating verbatim the provisions for IFRS
for SMEs for not for profits
o take the form of annotations of the Standard concerned to be clear how it relates
to each relevant Standard, so that there is no doubt where the guidance applies,
and everything is in one place.
o be amodel which incorporates a rebuttable assumption that the IFRS for SMEs
Standard is used as the basis for guidance on NPO-specific issues
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GMC 5a What do you see as the main challenges, if any, with the
proposed Guidance model and the use of the IFRS for SMEs Standard as
the foundational framework? What, if any, alternative model and/or
foundational framework do you suggest would be more suitable and
why?

o Allied to this would be whether it would be reviewed and revised on its own.

e Format of the Guidance - a respondent commented that it was not clear how the
interaction between the Guidance and the foundational framework will be reflected. It
suggested that one option could be to include guidance on NPO-specific issues as
supplementary text within the IFRS for SMEs Standard. This would make clear when the
existing requirements of the Standard apply or have been supplemented and/or replaced
by the Guidance. This approach was recommended as it was understood to be favoured
by accounts preparers providing a ‘complete’ source of requirements for NPO financial
reports.

e Whichever form the Guidance model take this may give rise to a need for the Guidance to
identify the differences from IFRS for SMEs and the origin and rationale for those
differences. Departures from the Standard would have to be warranted and limited to
those instances where the Standard is silent or does not provide appropriate and/or
sufficient guidance. A respondent recommended that the model include a process to
guide this decision. It was suggested that this process could be similar to the that used by
the IPSASB to review and modify IASB documents. Whether an issue warrants departure
from the IFRS for SMEs Standard would involve considering whether applying the
requirements of this standard would mean that the objective of NPOs' general-purpose
financial reports would not be met.

e Identifying a suitable group of NPOs to serve as a reference point for the development of
the most common requirements. A respondent commented 'Without a clearer articulation
of the type, size, and nature of the NFP that are within the primary scope, including illustrative
examples, we do not consider that it will be possible to arrive at a clear understanding of the
common NFP for which the guidance will be of use. The respondent indicated this will make
it difficult to synthesise the users' needs for general purpose financial reports. This
respondent recommended that more consideration be given to narrowing the scope of
the project to identify a key target audience, which in turn will clarify user needs and
requirements. The respondent commented that a conceptual description similar to the
“public accountability” concept contained in IFRS for SMEs could assist in this regard.

e While adoption of the Guidance may be voluntary, a respondent commented that it
assumed that its application will be mandatory for those who do adopt it; it will be
important that the Guidance is clear on its application.

e The project should consider issues of materiality in that context, and it may be that the
Guidance generally should only apply to NPOs over a certain size, or that relevant
provisions may apply differently to NPOs depending on size etc. It was acknowledged that
it may not be easy to find a definition of size that is helpful on an international basis. The
structure of an organisation may have a bearing on this issue. For instance, charities
operating under a federated model might be regarded as large if considered in aggregate
but might be made up of small individual charities where the costs of applying the
framework may be burdensome.

e Tiered reporting was also raised, including its consideration in the UK. Tiered reporting
would provide appropriate concessions for smaller or less complex NPOs. The
respondent raising the issue was of the view that thinking about tiered reporting at an
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GMC 5a What do you see as the main challenges, if any, with the
proposed Guidance model and the use of the IFRS for SMEs Standard as
the foundational framework? What, if any, alternative model and/or
foundational framework do you suggest would be more suitable and
why?
early stage could be vital in developing Guidance which meets the needs of accounts
preparers and users. This could mean an approach developing core requirements for
NPOs which are proportionate and therefore do not require the extensive disclosure
requirements. Another respondent raised the possibility of establishing a simplified
treatment, separately from the fundamental accounting standards. This is because
smaller organisations are considered to have more restrictions than larger ones in terms
of accounting practices and costs.

e Defining the ‘reporting entity’ could be problematic for users of the Guidance without
more specific material on the topic. The consultation paper references the reporting
entity’ but commentary indicated that more guidance is needed on identifying the
‘reporting entity’ as this is a fundamental issue for financial reporting.

e Although IFR4NPO Guidance would not meet all stakeholders’ requirements,
jurisdictional-level amendment should be limited and discouraged to preserve
comparability.

e The risk of undue specialisation.

e Asrecognised in the model, additional guidance will be needed on NPO-specific issues
such as identifying and developing consistent accounting policies for complex NPO issues
such as income/grant recognition, non-exchange transactions, donated/concessionary
assets, measuring non-monetary inputs, providing reduced price (non-fair value or non-
market price) services, conceptual framework challenges and fund restrictions (on which a
respondent remarked that there is limited international guidance and agreement).

e The proposed Guidance model specifies that jurisdictional-level standards will be drawn
on where the guidance in the existing international frameworks is assessed as
inappropriate or insufficient. Jurisdictional-level standards are often inextricably linked to
the accountability arrangements and legal requirements of that jurisdiction. It will be
important that the context of these standards is fully understood before they are used to
provide solutions that are applied more internationally.

e Using aspects from the different international reporting frameworks as well as
jurisdictional-level standards may impede the familiarity users have with one framework. A
respondent commented that it may be better to develop a framework with one of the
three international frameworks as the foundation and include a hierarchy of where to go
and look for guidance when there is no guidance found.

e Ensuring that the final Guidance for NPO annual reports and financial statements
provides a coherent, clear framework and where possible avoiding complexity for NPOs as
several different, albeit similar frameworks, will be drawn on to produce the Guidance.
Allied to this will be the challenge of how to integrate different principles and guidelines
from the various sets of frameworks/standards.

e The scope of application of IFRS for SMEs - a respondent noted that under IFRS for SMEs
the entity that publishes general purpose financial statements for external users does not
have public accountability. However, NPOs are mainly engaged in fiduciary business and
have public accountability, which may not be compatible with IFRS for SMEs.

Challenges for the NPO
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GMC 5a What do you see as the main challenges, if any, with the
proposed Guidance model and the use of the IFRS for SMEs Standard as
the foundational framework? What, if any, alternative model and/or
foundational framework do you suggest would be more suitable and
why?

The following challenges for the NPO were identified by respondents:

e The cost of adoption - one respondent commented that it seems likely that the Guidance
will result in increased disclosures or analysis of accounting treatments, which could be
time consuming for relevant NPOs or increase their consultancy/advisory costs.

e The need for education and training.

e The potential complexity of IFRS.

e The potential for lack of adequate implementation guidance.

e Increase volatility of profit or loss - potential for tax implications.

e Issues with fair value measurement.

e Specific NPO reporting issues identified by the Consultation Paper and in the preceding
comments above.

External Challenges

The external challenges identified by respondents included:

e IFRS for SMEs may not be used in a jurisdiction and therefore accounts preparers and
users are not well versed in its application.

e The harmonisation of different GAAPs (US/Canada GAAP vs. UK GAAP), to make the IFRS
acceptable to the main donors like USAID, EC, GAC, etc.

e The providers of funds guidelines have not been considered in the development of IFRS
for SMEs and in order for IFR4NPO to be successful and adoption easier and acceptable,
the interest and position of the donor's must be fully considered.

e A number of respondents commented that IFRS for SMEs has been developed for profit
making entities. One respondent commented that IFRS for SMEs had been developed for
entities which normally have full entitlement to the assets which they will be using, while
NPOs are not driven by the profit motive nor do they [normally] have ownership of their
assets. NPOs also need to fully adhere to the donor' s instructions. These differences
need to be carefully noted in making use of the IFRS for SMEs as the foundational
framework.

¢ The need to both train and educate the different stakeholders on the benefits. The
adoption and switch to IFRS for SMEs should clearly show and highlight the significant
benefits to these stakeholders, otherwise there may be resistance to change. A
respondent commented that education was a main challenge with the proposed model
especially regarding key NPO-specific issues that the Guidance proposes to address by
relying on jurisdictional level standards.

e How readily available the standards are to preparers. There needs to be evidence on how
many practitioners are totally familiar with the standard and whether it would deliver the
'standardised reporting’ that appears to be a goal of the IFR4ANPO project (see, e.g. para.
4.18).

Other Comments
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The following include other comments made by respondents:

e Description as ‘guidance’ - this implies a level of optionality. Where the Guidance is
applied, the treatments specified within the Guidance will presumably be mandatory, not
optional. Therefore, we recommend that the Guidance is described in a way that makes
its intended application clear.

e Fragmenting the guidance by NPO (ie simple or complex NPOs) will weaken the
momentum of the IFR4NPO project; a respondent commented that the momentum
should be kept high in ensuring all NPOs are targeted in this consultation paper. This will
ensure the guidance to be comprehensive and efficient.

e Thedifficulties of agreeing on the NPO-specific issues, especially since major standard
setters have issued sector specific guidance on those issues that is not consistent across
jurisdictions.

e Aproposal for a two-step method that allows a minimum consensus framework to be
created and then add the required framework for each jurisdiction beyond our
responsibilities.

Other Alternatives

Two respondents proposed IPSASB as an alternative with comments including that the IPSASB's
conceptual framework and financial reporting objectives align more closely with the objectives of
the project and the four characteristics of NPOs, will provide a comprehensive set of guidance
that will help demonstrate the NPOs accountability for resources and services provided to their
stakeholders. Additionally, using IPSAS as the foundational framework might reduce the need to
look to jurisdictional-level standards, thereby improving the comparability, consistency and
understandability of the financial statements. A second respondent noted that New Zealand has
developed Tier 2' public benefit entity standards using IPSAS that have reduced disclosures for
smaller public sector entities as well as NPOs that do not have public accountability

One respondent suggested that non-profit accounting standards developed by FASB in the USA
may be a better foundational framework.
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