Summary of Recommendations

Current problem

Proposed response

Main benefits of change

Smarter regulation of the not-for-profit sector

A national one-stop-shop to consolidate Commonwealth regulatory oversight and tax endorsement

‘One-stop-shop’ for NFP
regulation will reduce
compliance costs. More

The current regulatory framework  Establish a national Registrar
is complex and imposes a to:

considerable compliance burden « consolidate Commonwealth

on NFPs — especially those
operating across jurisdictions.

regulation for incorporation
of NFP companies (including

accessible information should
improve trust and confidence
in NFPs.

Indigenous corporations)

e register and endorse NFPs
for tax concessional status

» register national fundraising
organisations and/or
activities

e provide a single portal for
corporate and financial
reporting.

Complexity and inconsistency in
endorsement processes for tax
concessions.

Registrar to endorse
Commonwealth tax concession
status for NFPs.

Annual community-purpose
statement to be required.

Transfer of responsibility from
ATO removing current
tension, and promoting
greater transparency.

Greater integrity and
consistency in tax concession

Australian Commissioner for
status.

Taxation to have power to
require dis-endorsement for
breach of taxation compliance.

Simpler process and more
consistent tax treatment.

State and territory governments
should recognise
Commonwealth tax concession
status endorsement, and
explore scope to harmonise
legislation in this area.

Enhancing legal options for NFPs

Compliance burdens associated
with companies limited by
guarantee discourage national
incorporation.

Establish a separate chapter in
the Corporations Act 2001
dealing with NFP companies
limited by guarantee. Provide a
plain English guide. Support
changes to the Corporations Act
to reduce compliance burdens
on NFP companies limited by
guarantee.

Addressing current
impediments will encourage
more NFPs to incorporate at
national level.

Legislation on disposal of assets
is not strong enough to prevent
potential rorting.

Reforms to rules on disposal of
assets in Corporations Act and
Incorporated Associations
legislation

Stronger community trust in
the NFP sector.
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Current problem

Proposed response

Main benefits of change

Reduce compliance costs and improve effectiveness

The states and territories impose
different and disproportionate
reporting requirements on
incorporated NFPs. It is hard for
NFPs to migrate from one legal
form to another or one jurisdiction
to another.

Lack of consistent fundraising
laws across jurisdictions. And,
laws which do not cover internet
fundraising activities.

Lack of consistency and
comparability in financial
reporting requirements for NFPs
and governments.

Building knowledge systems

States and territories to
harmonise Incorporated
Associations legislation and
reduce impediments to
changing legal form.

Registrar to establish a register
for cross-jurisdictional
fundraising organisations and/or
activities.

Commonwealth legislation may
be needed to cover web and
telephonic fundraising.

Fast track harmonisation of
fundraising legislation through
adoption of a model Act

Australian governments to fast
track introduction of Standard
Chart of Accounts, expand
Standard Business Reporting to
NFPs, and encourage agencies
to use the information available
through the Registrar to
undertake organisational ‘health
checks'.

Promoting national data systems on the NFP sector

Lack of timely, quality data on the
economic contribution, scale and
scope, and impacts of sector.

Develop an Information
Development Plan to provide
more frequent satellite
accounts, build databases for
assessing the contribution of the
sector over time, and establish
a process for collating
information on the sector’s
contribution.

Building a better evidence base for social policy

Lack of a common approach to
measuring and evaluating NFP
contribution leads to lack of
comparability.

Australian governments to
adopt a common framework for
measuring the contribution of
NFPs.

Greater clarity and lower
compliance costs for NFPs
and improved public
accountability.

Reduced fundraising costs,
and greater for public
scrutiny, resulting in a more
efficient use of resources

Improved comparability of
NFP financial performance
information. Lower
compliance costs for NFPs.

Better data will improve
understanding of how NFPs
enhance community
wellbeing and facilitate macro
level analysis of policy
effectiveness.

Enhanced comparability of
evaluation results and support
of meta-analysis. An agreed
measurement framework may
encourage greater evaluation
within the sector and facilitate
the standardisation of
reporting requirements.
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Current problem

Proposed response

Main benefits of change

Current evaluation requirements
for NFPs funded by governments
can be complex and provide little
meaningful information.

There is no central repository for
the collation, analysis and
dissemination of the learning
from program evaluations.

Improving arrangements for effective sector development

Australian governments to
ensure that reporting and
evaluation processes are
consistent with ‘best practice’
principles.

Governments should fund the
reporting and evaluation it
requires of NFPs and
consolidate and report this
information back to the sector.

Australian Government to
establish, through tender, a
Centre for Community Service
Effectiveness. This will provide
a portal for gathering and
disseminating evaluations,
providing guidance for impact
evaluation, and support
meta-analysis of the
effectiveness of government
funded services.

Improved relevance of
information collected and the
quality of evaluation
undertaken to inform change.

Dissemination of material
should improve quality of
evaluations, and encourage
adoption of best practice.
Meta-analysis of evaluations
will assist in developing an
evidence-base to inform
program design and resource
allocation decisions.

Improving equity and effectiveness of tax concessions for philanthropy

NFPs need to diversify their
revenue sources to improve
sustainability including through
encouraging higher levels of
philanthropy (giving).

Current DGR arrangements are
distortionary and out of date.

Australian governments should
take the lead in the adoption of
payroll giving.

Building the capacity of NFPs to
undertake evaluations and
demonstrate impact will also
assist to attract public and
business support.

Progressively expand DGR
status to all charitable
institutions and funds endorsed
by the Registrar.

Provide a Commonwealth
statutory definition of charitable
purpose broadening scope to
reflect contemporary practices.

Increased participation in
planned giving may stimulate
the overall level of giving.

Leveraging the goodwill of
community and business
resources to ensure greater
financial independence. This
may support more innovation
in the sector.

Imposes disciplines on
NFPs to demonstrate that
funds are being used
efficiently and effectively.

Expanded scope to provide
indirect public support to a
wider range of NFPs that
have potential to contribute to
reducing social exclusion and
enhancing community
wellbeing.
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Current problem

Proposed response

Main benefits of change

Developing a sustainable market for NFP debt

Some NFP organisations have
difficulties accessing finance for
start-up and capital expansion.

Social enterprise activities, which
adopt a business model, are not
yet well understood in financial
markets.

Develop a more sustainable
market for NFP debt through
improved business planning by
NFPs, providing greater
certainty on future funding for
those NFPs involved in the
delivery of government funded
services, strengthening the
CDFI sector, and removing
constraints on philanthropic
trusts and foundations to
providing debt financing.

NFPs able to prepare
comprehensive accounts and
business plans necessary to
attract capital.

CDFls develop financial
products that attract
philanthropic investment.
Improved accountability and
transparency.

Building sector capabilities to improve governance and enhance productivity

NFPs are constrained in
improving productivity. Areas of
most concern are inadequate
governance skills, low uptake of
information technology and lack
of capacity in evaluation.

There are relatively few
intermediaries offering support
services to the NFP sector. This
limits small NFPs’ ability to
access economies of scale.

Addressing workforce issues

Workforce planning is
disproportionately focussed on
education and health services.
This is affecting long-term
investment decision-making in
the broader NFP sector.

The regulation of volunteers
(such as police checks) is
imposing a growing compliance
burden.

State and territory
governments take a more
strategic approach to the
development support they
provide to NFPs with a focus
on improving the uptake of
information technology and
addressing skills shortfalls.

Explore selective sharing of
client information, having due
regard for privacy
considerations.

State and territory
governments should consider
how best to support the
development of intermediary
services as part of their
strategy for sector
development.

Long-term workforce planning
for community services to be
undertaken by Community
Services and Health Industry
Skills Council and Skills
Australia.

Mandatory vetting
requirements for working with
children and vulnerable people
should be streamlined and
police checks should be
portable within jurisdictions.
Portability across jurisdictions
should also be explored.

Improved capabilities of NFPs
in relation to governance, client
management, evaluation and
risk management.

Improved access by NFPs to a
wide range of intermediary
services.

Improved analysis of future
workforce needs will facilitate
better service delivery and
policy development.

Removing impediments to
maximising the contribution of
volunteers.
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Current problem

Proposed response

Main benefits of change

Stimulating social innovation

NFPs lack adequate funding to
support research and
experimentation.

Government agencies funding
community services should
establish ‘social innovation
funds’ in significant program
areas to support trials and
demonstration programs for
innovative solutions to identified
problems. Funding should be
allocated on a competitive
basis.

Philanthropic foundations and
businesses should be invited to
contribute to these innovation
funds.

Building sector capabilities to support innovation

NFPs can have difficulty
collaborating and lack skills in
developing robust research
proposals.

Many NFPs lack the business
and financial skills required to
harness resources or to improve
their internal processes.

The CRC program should
facilitate collaborations involving
NFPs.

Australian governments should
explore options to expand their
business support programs to
NFPs engaging in social
enterprise activities.

The Commonwealth Enterprise
Connect program should
establish a specialist centre for
social enterprise.

Improving the effectiveness of direct government funding

Providing clarity over funding obligations

There is often uncertainty as to
whether governments intend to
fully fund the delivery of a service
or only make a contribution.

Partial government funding is
undermining the viability of some
NFPs including by making it
difficult for NFPs to plan invest in
developing their capabilities and
attract and retain staff.

Australian governments to
determine and explicitly state in
any tender or negotiated
contracts whether they intend to
fully fund a service or only make
a contribution. If the latter, the
extent of the contribution should
be made explicit.

Government funding decisions
should take into consideration
the long-term viability of the
organisations delivering
services on behalf of
government. Cost assessments
should be comprehensive in
accounting for all costs,
including market wages, but
should allow for specified co-
contributions by clients and
providers.

Additional funding to support
the development of solutions
to existing and emerging
social issues.

Improved access by NFPs to
the CRC stream of funding.

Improved long-term viability of
NFPs.

This is essential to restore
trust in the contracting
process and ensure that all
parties have a clear
understanding of the funding
relationship.

Better clarity about funding will
enhance the long-term viability
of the NFP sector.
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Current problem

Proposed response Main benefits of change

There is a perception that current

procurement and grant making
processes do not adequately
take account of the wider

benefits (or spillovers) NFPs may

be able to offer.

There are concerns about the
extent to which the treatment of
tax concessions and subsidies in
government funding and
procurement decision-making
violates the principle of
competitive neutrality.

Models of engagement Better allocation of public
underpinning service delivery resources from a community
should be consistent with the wellbeing perspective.

principle of achieving best value
for money for the community
(including any relevant spillover
benefits that providers
generate). An evidence based
approach should be used to
assess the nature, extent and
relevance of these types of
benefits on a case-by-case

basis.
Detailed examination by the Improved assessment of
Australian Government of ‘value for money’ in

treatment of tax concessions in government funding and
assessment of value for money  procurement decision-making.
in procurement guidelines.

Ensuring appropriate independence

In some cases governments are
using service agreements and
contracts to inappropriately
micro-manage the internal
processes and broader activities
of NFPs.

Agency independence must be Removes unnecessary

respected, and contractual tensions between an NFP’s
requirements limited to those pursuit of their community
needed to ensure the funded purpose and engaging in
service is delivered delivery of government
appropriately and agreed services or accepting grants.

outcomes are met.

Removing impediments to better value government funded services

Getting the model right

There is an over-reliance on the
purchase of service contracting
model and it is being applied in
situations where other models of
engagement would be more
appropriate.

Some problems that government
engages with NFPs to address
require extensive collaboration,
extended life contracts and
ongoing collaborative evaluation

to inform and modify approaches.

Australian governments to Improved relationships
better match the model for between governments and
engagement with the NFPs to the benefit of more
characteristics and effective service delivery.

circumstances of the service
being delivered.

Greater consideration of use Better suited approaches to
of the joint venture model to addressing multi-dimensional
address multi-dimensional social problems.

problems.
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Main benefits of change

Improving procurement and management processes

In some cases the purchase of
service model is being poorly
applied thereby eroding the
‘natural’ advantages of NFPs in
delivering services. Issues
include:

e poor consultation with the sector

¢ excessively short-term contracts
given the nature of the problems
being addressed

e tendering, contractual and
reporting requirements that
impose significant compliance
costs

¢ overly prescriptive contracts
resulting in micromanagement.

Poor risk management leads to
inappropriate cost shifting and
overly prescriptive compliance
requirements.

Studies have shown that
contracting practices are often
poor and undermine efficient and
effective service delivery.

Australian governments
should continue to work to
improve the quality of their
engagement processes with
the NFP sector. In addition,

they should:

adopt a flexible approach
to the lead agency model,
assessing its relative
merits on a case-by-case
basis.

ensure that the length of
service agreements reflect
the length of the period
required to achieve agreed
outcomes

consider master
agreements and
prequalifying suppliers, at
least at whole of agency
level.

An explicit risk management
framework should be prepared
by government agencies as
part of the contracting process
in collaboration with the
service providers to determine
the nature of risk, who should

bear such risks and
associated costs.

A common set of core
principles should be
developed to underpin all
government contracts in
human services.

Implementation of the proposed package of reforms

Experience in Australia and
overseas suggests that sector
compacts may have little affect
unless they are supported by
complementary measures (such
as detailed implementation plans
and accountability frameworks).

Any compacts entered into
with governments and the
sector need robust
mechanisms for the
implementation, monitoring
and evaluation.

Lower compliance and other

transaction costs, including for

government and greater
financial certainty.

Removal of many deep-seated

impediments to improving
government and NFP
engagement.

Improved risk management.

Better and fairer contracts will
improve the effectiveness of
service delivery.

Ensure that compacts
influence the attitudes and
decision-making of program
managers.

SUMMARY OF
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Main benefits of change

Over the last 14 years there have

been five major reviews of the

NFP sector, yet many worthwhile

recommendations remain
unimplemented.

An Office for NFP Sector
Engagement within a central
Commonwealth agency
should be established to
drive the reform agenda.

Each state and territory level
also needs to build the
capacity of their agencies to
implement long overdue
reforms.

Implementation of the reform
agenda will strengthen the NFP
sector and its capacity to
engage with government,
business and the community.
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