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Governance in the Voluntary Sector

* Not a legally binding code but sets out best practice across five main
supporting principles.

 Charities select from 4 different organisational types — All-volunteer,
Emergent, Established and Complex.

* Charities that subscribe to the code should make a statement to that effect
in its Annual Report and other relevant published material.

« Confirm in statement whether is complies with principles, or where
it does not, provide and explanation.

« “Comply” or “explain” provides flexibility to enable organisations to
interpret to suit its particular circumstances.

 Consultation open to June 2011 | P -

« Launch expected in September 2011 ol «
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Corporate Governance

Engaging stakeholders and making accountability real

Performing effectively
in clearly defined
functions and roles

Developing the capacity
and capability of the
governing body to be
effective

Promoting values for
the whole organisation
and demonstrating
good governance
through behaviour

Taking informed,
transparent decisions
and managing risk
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Background to Corporate Governance

B
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Setting direction and purpose for the organisation and linking this to day to
day activities

Increased transparency of organisational activities
Stressing the importance of independent oversight of management

Emphasis on the clear definition and understanding of
roles and responsibilities of management, the CEO, and the Board

Requirement to measure the performance of both the Board and the CEO
Increased burden of positive assurance required by Boards

Further emphasis on and clarity in the role of Audit Committees

Increased emphasis on identifying and assessing business risks

Responsibilities of Non-Executive Directors
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How does Governance work?

Managing risk is key to good governance

Common definition of what risk means to your organisation

Agree on how to measure risk

Document the key risks, how controlled they are, levels of exposure,
actions that need to be taken to limit exposures

Level of input would be small

Valuable outputs and a significant step
towards meaningful corporate governance -
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Risks in the Sector

« On-line credit card donations — Charity websites being used to test
validity of fraudulent credit cards

« Fraudulent activity on charity bank accounts

« Smaller organisations struggling to cope with segregation of duties
resulting in reduced transparency
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The Future of Irish GAAP

Brendan Sheridan
Director |
Financial Reporting Services
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The Future of Irish GAAP

*Plan to substantially replace current Irish/UK GAAP
*|FRS for Small and Medium-sized Entities — 9 July 2009

*Response to demand for the IASB to implement a regime more suited to
entities without public accountability

Small and medium-sized entities are
entities that
odo not have public accountability, and
opublish general purpose financial
statements

Jurisdictional decision ultimately > -
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IFRS for SMEs (FRSME)

« In volume and disclosure requirements, approximately 10% of full IFRS
* Genesis in full IFRS but is a standalone document
o Recognition and measurement simplifications e.g. defined benefit pension plans
o Simpler accounting policy options e.g. revaluation of property, plant & equipment
not permitted, no capitalisation of borrowing costs or development costs, others
o Exclusion of certain topics e.g. segmental reporting, assets held for sale and
earnings per share
« Transition process similar to that undertaken by entities moving to full IFRS in 2005,
and in 2007 for AlM-listed companies
o Adjustments at date of transition, reconciliations and disclosures
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The Future of Irish GAAP

*Exposure drafts published
*Oct 2010: FRED 43 — Application of Financial Reporting Standards
FRED 44 — Financial Reporting Standard for Medium-sized
Entities (FRSME)
Mar 2011: FRED 45 - Financial Reporting Standard for Public Benefit
Entities (FRSPBE)

FRSPBE is an add-on to FRSME and addresses specific PBE issues

*Three tier system
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The Future of Irish GAAP

*ASB made the following tentative decisions
*To remove from FRED 43 & 44 the requirement for publicly
accountable entities to prepare accounts under EU-adopted IFRS.
As a consequence the application of EU-adopted IFRS will not be
extended beyond the current requirements in law.

*To change the principles for amending IFRS for SMEs to permit or
require accounting options that exist in current UK & ROI FRSs at the
transition date that align with

EU-adopted IFRS

*To defer the effective date to 1 Jan ‘14
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The Future of Irish GAAP

*ASB also agreed to consider at its next meeting:
*Any further changes that would be required to FRED 44 given it
expanded scope following its decision - this might include increased
disclosures for financial institutions and public entities
*The role of the SORPs

«Initial finding in relation to the ASB’s proposals and Company law

*How its tentative decisions would
affect its draft impact assessment.

Continues to be a moving feast! =
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Change to Accounting Framework

« Terminology
* Presentation
 Disclosure

« Recognition and measurement
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Financial Reporting for Not for
Profit Entities

Marguarita Martin
Director
Not for Profit Sector
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GAAP/SORP/IFRS

* Irish Generally Accepted Accounting Practice (GAAP)

» Accounting & Reporting by Charities:
Statement of Recommended Practice (SORP) 2005

* International Financial Reporting Standards (IFRS)
o IFRS for Small Medium Enterprises (FRSME)

 Financial Reporting Exposure Draft (FRED) 45
o IFRS for Public Benefit Entities (FRSPBE)

* Revised SORP....
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Irish GAAP

» The directors are responsible for keeping proper books of account which
disclose with reasonable accuracy at any time the financial position of the
company and to enable them to ensure that the financial statements are
prepared in accordance with accounting standards generally accepted in
Ireland and comply with Irish statute comprising the Companies Acts,

1963 to 2009.

« Key Points of Irish GAAP
«Statutory requirement for companies
*Not trading for gain, exempt from CAA 1986 -
not subject to pro-forma financial statements
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SORP
Accounting & Reporting by Chatrities

* Not mandatory in Ireland
«Considered best practice

*Widely utilised?
*Mainly by medium/larger charities
Selective use eg. Capital grants

*Key Points of SORP
Detailed Trustees Report
-Statement of Financial Activities (SOFA)
*Restricted/Unrestricted/Designated Reserves
*Detailed note disclosures
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IFRS

* Replacement of the current framework with a 3 tier framework for
reporting

*The development of the FRSPBE to address issues not covered by
commercial standards

*Retention of 3 not for profit SORPs
*Reporting and Accounting for Charities
*Registered Social Landlord
*Further/Higher Education

A changeover date for financial years
beginning 1 January 2014 -
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IFRS
FRSME

Financial Reporting Standard for Medium-sized Entities is a proposed
standard based on IFRS for SMEs

*Key Points of FRSME
*Format of financial statements
*Disclosure requirements
*Accounting policies (not yet defined)
«Stronger focus: fair value, net present value
(NPV) and discounted cashflow techniques

© 2011 Deloitte



IFRS

FRSPBE would be mandatory for entities falling within the
scope of the FRSME. Entities will be within scope of FRSPBE
if they meet the following criteria:

*They meet the definition of a PBE

*They prepare financial statements that are intended to
give a true and fair view of the financial position and
income and expenditure for a period; and

*They prepare financial statements in accordance with
FRSME.
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IFRS

* Public Benefit Entity

*An entity whose primary objective is to provide goods or services for
the general public, community or social benefit and where any equity is
provided with a view to supporting the entity’s primary objectives

rather than with a view to providing a financial return to equity
providers, shareholders or members
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IFRS

* Issues Addressed in FRED 45
Definition of public benefit entity
«Concessionary loans ie. loans at below market rate
*Property held for the provision of social benefits
*Entity combinations
sImpairment of assets: public benefit considerations
*Funding commitments
sIncoming resources from non-exchange transactions e.g. donations

«Consultation is open until 31 July 2011

*If there is any conflict between SORPs and the
requirements of the FRSME and FRSPBE, the
standards will take precedence and disclosure
detailing departure from the SORP would be triggered

)
.
=
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SORP

Revised

« SORP Committee commenced its work

«Consultation will follow the PBE standard, expectation 2011
*Due to complete by end of 20117

*ASB must formally consider

*SORP 2012

«Still only best practice in Ireland

*Charities Act & Regulator 20127

*Key Issues for SORP 2012
*New framework must apply to all charities
*Must set out a standard form and content
of reporting
*Must ensure accounting treatments are
uniform
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GAAP/SORP/IFRS

» Key points
« FRSME, 1 January 2014

*FRSPBE, consultation
*SORP to follow

*Charities Act 2009, no format of reporting outlined
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FRSPBE Consultation
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FRSPBE Consultation

Issues Addressed Proposed Treatment

Loans made/received at below the prevailing market rate of interest and
not repayable on demand
Two options:

» Section 11 Basic financial instruments in the FRSME ie. Fair value and
subsequent measurement at amortised cost

« Measure at the amount paid/received and adjust to reflect interest
payable/receivable. Review for impairment.

Concessionary

loans

SleeriinEe e Account for as property, plant and equipment in accordance with Section 17

Property, Plant and Equipment in the FRSME. It should not be classified as

the provision of

social benefit investment properties.
No option for revaluation (likely to change?)
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FRSPBE Consultation

Issues Addressed Proposed Treatment

Entity
Combinations

Entity
Combinations -
Merger

Entity
Combinations —
In Substance a
Gift

Two types of entity combinations
*Combinations which meet the definition and criteria of a merger — use
merger accounting.

«Combinations which are in substance a gift- any excess of fair value of
assets received over liabilities assumed to be recognised as a gain.

*All parties participate equally to the establishment of the combination
*No party is identified as the acquirer/acquiree

«Carrying value of the assets and liabilities (not fair value)

Align accounting policies

*Specific disclosures required

*Purchase method

ldentify acquirer

Fair value of the assets and liabilities acquired
*FV of assets > FV of liabilities = Gain recognised
*FV of assets < FV of liabilities = Loss recognised
*Specific disclosures required
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FRSPBE Consultation

Issues Addressed Proposed Treatment

Provides guidance on fair value less costs to sell and indicators of

impairment and introduces depreciated replacement cost as an alternative

to value in use in certain circumstances

* |If the recoverable amount (higher of FV less cost to sell and its value in
use) of an asset is less than its carrying value then the asset should be
written down as an impairment loss

« Fair value: Requirement to consider any restrictions on use of the asset

* Value in use: Cash flow driven model may not be appropriate

Impairment of
Assets: Public
Benefit
Considerations

Recognise a liability only when an entity is unable to withdraw from it

and the commitment does not depend on the performance of the

recipient

» Applies to entities that provide resources/grants to other entities

« Commitment should be recognised at the present value of the
commitment

» Specific disclosures required

Funding

Commitments
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FRSPBE Consultation

Issues Addressed Proposed Treatment

* Where no specified future performance conditions imposed —
recognise at fair value when receivable

* Where conditions are imposed — recognise at fair value once
performance conditions are met (entitlement to the resources,
measured with sufficient reliability and virtually certain of receipt)

* Where resources are received before performance conditions are met
— recognise as a deferred liability

Incoming
Resources from

Non-exchange
Transactions

» Recognise at cost/valuation, recognise valuation in other
comprehensive income

Heritage Assets *If it cannot be obtained, include disclosure

*Depreciate over useful economic life, as applicable
sImpairment review required and recognise as expenditure
*Specific disclosures required
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FRED 45 FRSPBE

Definition of public benefit entity
«Capital grants

*Income recognition & terminology used
*Donated goods

*\/olunteer measurements & disclosure

*Implementation date
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Deloitte Advice

Irish GAAP

FRSPBE

Statutory requirement for Irish incorporated entities
Consider improving quality and disclosures in Directors Report

Unincorporated entities or Trusts — Rules and agreements still
apply

Familiarise yourself with ASB proposals

Be aware of potential impact and consider comparative
requirements

Consultation open
Represent your views

If already applying SORP 2005, continue

If considering applying SORP 2005, focus on identification and
analysis of reserves such as restricted and unrestricted and
improved Trustee or Directors Report
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Other Developments In the Not
for Profit Sector
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Other Developments in the NFP Sector

*The Charities Act, 2009
*Charities Section is now part of the Dept of Justice
*Considerably more resources to implement fully

«Statement of Guiding Principles for Fundraising
*Not legally binding
*Option to subscribe
*Sets out best practice
*‘Comply’ or ‘explain’
eLaunched in May 2011
*Monitoring Committee

*The Governance Code
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or contact us:
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Partner

Not for Profit

Direct: + 353 (0) 14172210
Email: tcassin@deloitte

www.deloitte.com/ie
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