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Mutuality and tax for not-for-profits 
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This webinar is intended to help not-for-profit (NFP) clubs, societies and 

associations that may have some taxable income (that is, NFP 

organisations that are not exempt from income tax) meet their 

obligations with the ATO. 

 

With the information provided today NFPs will be able to determine how 

to calculate their taxable income and if they need to lodge an annual 

income tax return.  

 



Overview 
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• What is a not-for-profit? 

• Is your organisation exempt or taxable? 

• What is mutuality? 

• Categories of income and expenses 

• Waratah formula 

• Do you need to lodge a return? 

• Supporting information – getting help? 

 

 

 



What is a not-for-profit? 



What is a not-for-profit? 
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The basic premise of a NFP organisation is that it is not operating 

for the profit or gain of its individual members, whether these 

gains would have been direct or indirect. This applies both while 

the organisation is operating and when it winds up. 

 

Any profit made by the organisation goes back into the operation 

of the organisation to carry out its purposes and is not distributed 

to any of its members. 



What is a not-for-profit? 
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The ATO accepts an organisation as NFP where its constituent or 

governing documents prevent it from distributing profits or assets for 

the benefit of particular people –- both while it is operating and when it 

winds up. These documents should contain acceptable clauses 

showing the organisation's NFP character. The organisation's actions 

must be consistent with this requirement. 



Is your organisation exempt or 
taxable? 
 



Is your organisation exempt or taxable? 
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NFP organisations can be either exempt or taxable. 

 

Some NFP organisations are taxable and may need to lodge 

income tax returns and pay income tax. 

 

If your NFP organisation is not exempt from income tax, it is 

taxable. 



Exempt organisations 
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Only certain types of NFP organisations are exempt from income tax. 

They come from these broad groups: 

• charities registered with the 

ACNC 

• community service 

organisations 

• cultural organisations 

• educational organisations 

• employment organisations 

• health organisations 

• resource development 

organisations 

• scientific organisations 

• sporting organisations. 

These broad groups are generally exempted from taxation by the tax law. 



Taxable organisations 
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If your NFP organisation is not exempt from income tax, it is taxable 

on income received from outside the group. 

 

Examples of taxable NFP organisations include:  

• social clubs  

• business and professional associations  

• clubs whose main purpose is providing hospitality services for 

members (these can include sporting clubs)  

• political parties. 



What is mutuality? 



The principle of mutuality 
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The mutuality principle is a legal principle established by case law. It is based on 

the proposition that an organisation cannot derive income from itself. 

 

The principle provides that where a number of persons contribute to a common 

fund created and controlled by them for a common purpose, any surplus arising 

from the use of that fund for the common purpose is not income. 

 

The principle does not extend to include income that is derived from sources 

outside that group. 



Organisations that can access mutuality 
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Some of the characteristics of organisations that can access 

mutuality may include: 

• The organisation is carried on for the benefit of its members 

collectively, not individually 

•  The main purpose for which the organisation was established, 

and is operated, is the common purpose of the members 

• Different classes of memberships may exist with varying 

subscription rates, rights and entitlements to facilities. 

 

 

 



Mutual dealings 
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As a result of the mutuality principle: 

 

• receipts derived from mutual dealings with members are not assessable 

income (these are called mutual receipts) 

• expenses incurred to get mutual receipts are not deductible. 

 

 



Meaning of member 
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For the purposes of mutuality, we accept that a person is a member of an 

organisation where the person has done all of the following: 

 

• applied for membership (which may entail being nominated and paying the 

appropriate nomination fee) 

• been accepted by the organisation (for example, by the board of directors) 

• paid the appropriate membership subscription. 

 

Once a person has applied for membership and has been accepted by the 

organisation as a member, they are bound by the organisation's constitution 

and any rules or by-laws of the organisation. 



Non-members 
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Temporary, honorary or social members who have not been through a 

membership process are visitors for tax purposes. This also applies to 

reciprocal members – that is, members of another organisation sharing 

reciprocal arrangements. 

 

Other non-members include: 

• members' guests – those visitors who accompany a member and are 

signed in by the member 

• other visitors. 



Categories of revenue and 
expenses 
 



Categories of revenue and expenses 
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As a result of the mutuality principle, revenue and expenses fall within one 

of three categories for tax purposes. 

Category Revenue Expenses 

Mutual dealings Non-assessable Non-deductible 

Non-mutual 

dealings 

Assessable Deductible 

Mixed dealings Apportionable Apportionable 



Mutual dealings 
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How to treat revenue from and expenditure on mutual dealings 

• Revenue from mutual dealings with members is non-assessable (for 

example, membership subscriptions). 

• Expenses relating to members are non-deductible (for example, the 

cost of membership badges) 



Non-mutual dealings 
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How to treat revenue from and expenditure on non-mutual dealings 
 

Assessable Income  

• Revenue from trading activities relating to non-members (for example, 

fees from hiring function rooms to the public). 

• Revenue from sources outside the organisation (for example, bank 

interest received). 

Deductible expenses 

• Expenses relating to non-members (for example, the cost of running a 

function solely for non-members). 

• Expenses relating to fully assessable income (for example, fees for 

earning bank interest). 



Mixed dealings 
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How to treat revenue from and expenditure on mixed dealings 
 
Apportionable revenue 

Revenue from trading activities relating to members and non-members (for 

example, bar sales). 

 

Apportionable expenses 

Expenses of trading activities relating to members and non-members (for 

example, bar expenses). 

 



Apportionment methods for mixed dealings 
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Apportionment methods include: 
 
• simple methods 

• the Waratahs formula 

• other methods. 
 
The method (or methods) your organisation chooses must reasonably and 

accurately reflect its revenue and expenses. 
 
An organisation may use one or more methods to separate its apportionable 

items for the year in question. 

 

Note: before choosing a method, it is important to correctly identify members 

and non-members 



Simple methods 

UNCLASSIFIED - Mutuality and tax for NFPs 23 

In many situations, it is easy to separate the apportionable items into 

member and non-member revenue. However, you may need to apportion 

expenses where you cannot identify the expenses as relating to either 

member or non-member. 
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Example 1: Single event – non-member ticket percentage 

The Cerise Society holds monthly social events throughout the year. It sells tickets to the 

events to both members and non-members. 
 
In the 2015–16 income year, the society recorded ticket sales of $20,000. This represented 

1,000 tickets at $20 a ticket – 600 tickets were sold to members and 400 tickets were sold to 

non-members. The total cost of running the events was $15,000. 

1. The society separates its revenue and 

expenses for the events as follows. First, it 

determines the percentage that relates to 

non-members. 
 
= number of non-member tickets sold 

       total number of tickets sold 
 
=  400 

   1,000 
 
= 40% 

2. The society then applies this percentage to 

the events sales and costs to arrive at the 

assessable income and deductible expenses 

components. 
 
Assessable income component 

= $20,000 x  40% = $8,000 
 
Deductible expenses component 

= $15,000 x  40% = $6,000 
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Example 2: Non-member revenue percentage 

The Cerulean Association derives revenue 

from members and from investments (rent 

and interest). Investment income is the only 

non-member income it derives. 

In the 2015–16 year, the association's 

membership revenue totalled $360,000 and 

its investment income totalled $40,000. 

The association also had expenses of 

$30,000 (consisting of office supplies, rent, 

telephone and electricity expenses) which 

did not relate specifically to its membership 

revenue or its investment income. 

 

 

 

 

To determine the deductible component of 

these expenses the association first 

determines its non-member percentage: 

= investment income 

       total revenue 

=  40,000 

   400,000 

= 10% 

The association then applies this percentage 

to the expenses to arrive at the deductible 

expenses component. 

Deductible expenses component 

= $30,000 x  10% = $3,000 

This amount is then added to any other 

deductible expenses. 

 



Waratahs Formula 
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Where the separation of apportionable revenue and expenses is more 

involved, you may choose to use the Waratahs formula. 

 

The Waratahs formula is a base formula for isolating member and non-

member contributions to income of an organisation, and it simplifies the 

process for separating expenses that cannot be easily identified as either 

member or non-member. 

 

The Waratahs formula calculates the non-member percentage, which is then 

applied to the organisation's revenue and expenses to arrive at the 

assessable and deductible components. 



Waratahs formula 
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The Waratahs formula is as follows: 

 

(B x 75%) + C  
( R x S x T) + A 

 

Where: 

A = total visitors for the year of income 

B = members’ guests for the year of income 

C = A – B 

R = the average number of subscribed members in the year of income 

S = the average daily percentage of member attendance at the organsiation 

T = the number of trading days in the year of income 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Waratahs formula 
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Determining members 

• calculate your non-member percentage for each year of income, as the 

variables in the formula can change. 

• The Waratahs formula requires a figure for daily member attendance at 

the organisation as well as a visitor total for the year of income. 

• The formula also requires that members' guests be differentiated from 

other visitors. 

• Some organisations are required by state licensing laws to maintain 

separate registers for members' guests and visitors. However, these laws 

may not require organisations to keep records of member attendance. 



Determining (A) total visitors and (S) average daily 
percentage of members attendance 
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You can use a method that provides an accurate result. These 

include: 

• Visitor and member registers 

• Conducting surveys 
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Example of a survey: 'Clicker' count of members at door 

 

When entering the Persimmon Club, visitors are required to sign the visitors' 

book and members are required to show their member card. 

The club determines the total visitors for the year by summation of the visitors' 

book. 

To determine the average daily percentage of member attendance, the club 

conducts two one-week surveys. During each survey period, the club arranges 

for staff to attend the door and use a 'clicker' to count the members as they enter 

the club. 



Determining (B) members' guests 
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Where an organisation is required by state licensing laws to maintain a register, the 

number of members' guests can be determined by summation of the register. 

 

The Waratahs formula assumes that 75% of members' guests contribute to the 

organisation's assessable income. This is because the formula assumes that 25% of 

visitors do not spend money while in the organisation, because they are: 

 

• members' spouses or friends whose expenses are paid by members 

• people entertained by the organisation at the expense of the organisation. 

 

Organisations should ensure that the 75% variable used in the formula is representative 

of their own circumstances. 



Example: Calculation using Waratah formula 
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A worked example of a calculation using the Waratahs formula is available on 

our website  

https://www.ato.gov.au/Non-profit/Your-organisation/In-detail/Income-tax/Mutuality-and-taxable-income/#Waratahsformula
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1. Classify 

revenue 

2. Classify 

expenditure 

3. 

apportianable 

items 

4. calculate 

taxable 

income 

Calculating taxable income 

separate income 

non-

assessable/assess

able/apportionable 

If the taxable 

income is more 

than the threshold, 

you will need to 

lodge a company 

tax return 

separate 

expenses non-

deductible/deducti

ble/apportionable 

determine the 

assessable 

component of 

apportionable 

items  



Do you need to lodge a return? 
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Not-for-profit companies 

If the organisation's constituent documents prohibit it from making any 

distributions, whether in money, property or otherwise, to its members, the 

organisation is treated as a not-for-profit company. 

 

A not-for-profit company with taxable income of: 

 

• $416 or less a year is not required to lodge a tax return if an Australian 

resident (unless specifically requested to do so) 

 

• more than $416 a year is required to lodge a tax return for that year. 

 



Income tax rates  
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Income tax rates from 1 July 2016 – Not-for-profit companies that are 
small business entities: 



Income tax rates  
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Income tax rates from 1 July 2016 – Other not-for-profit companies 



Examples – income tax payable by non-profit 
companies 

UNCLASSIFIED - Mutuality and tax for NFPs 37 



Completing your company tax return 
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NFP organisations that are required to lodge a tax return use the company 

tax return. 

 

The Guide to company tax return for not-for-profit organisations 2017 has 

been prepared to help not-for-profit (NFP) clubs, societies and associations 

that are not exempt from income tax to complete their Company tax return 

2017. 

https://www.ato.gov.au/Non-profit/Statements-and-returns/In-detail/Guide-to-company-tax-return-for-not-for-profit-organisations/Guide-to-company-tax-return-for-NFPs-2017/
https://www.ato.gov.au/Non-profit/Statements-and-returns/In-detail/Guide-to-company-tax-return-for-not-for-profit-organisations/Guide-to-company-tax-return-for-NFPs-2017/
https://www.ato.gov.au/Non-profit/Statements-and-returns/In-detail/Guide-to-company-tax-return-for-not-for-profit-organisations/Guide-to-company-tax-return-for-NFPs-2017/
https://www.ato.gov.au/Non-profit/Statements-and-returns/In-detail/Guide-to-company-tax-return-for-not-for-profit-organisations/Guide-to-company-tax-return-for-NFPs-2017/
https://www.ato.gov.au/Non-profit/Statements-and-returns/In-detail/Guide-to-company-tax-return-for-not-for-profit-organisations/Guide-to-company-tax-return-for-NFPs-2017/
https://www.ato.gov.au/Non-profit/Statements-and-returns/In-detail/Guide-to-company-tax-return-for-not-for-profit-organisations/Guide-to-company-tax-return-for-NFPs-2017/
https://www.ato.gov.au/Non-profit/Statements-and-returns/In-detail/Guide-to-company-tax-return-for-not-for-profit-organisations/Guide-to-company-tax-return-for-NFPs-2017/


When to lodge 
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If you lodge the company tax return yourself, you need to check the due date. 

Generally the lodgment and payment date for small companies is 28 

February. If you have any prior year returns outstanding, the due date will be 

31 October. 

 

If you lodge through a registered tax agent, they’ll tell you when to lodge. 

 

If you prepare and lodge your own return and need additional time, phone us 

before the due date on 13 28 66. 



Other things to consider 
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Follow the links below for information about taxable organisations and: 

 

• Capital gains tax  

Capital gains tax (CGT) applies to NFP clubs, societies and associations 

that are treated as companies for income tax purposes in the same way as 

it does for other companies that pay income tax. 

 

• Pay as you go instalments  

Pay as you go (PAYG) instalments is a system for paying amounts towards 

the expected tax liability on your business and investment income for the 

financial year. 

 

 

https://www.ato.gov.au/Non-profit/your-organisation/do-you-have-to-pay-income-tax-/taxable-organisations/#Capitalgainstax
https://www.ato.gov.au/Non-profit/your-organisation/do-you-have-to-pay-income-tax-/taxable-organisations/#Capitalgainstax
https://www.ato.gov.au/Non-profit/your-organisation/do-you-have-to-pay-income-tax-/taxable-organisations/#Capitalgainstax
https://www.ato.gov.au/Non-profit/your-organisation/do-you-have-to-pay-income-tax-/taxable-organisations/#Payasyougoinstalments
https://www.ato.gov.au/Non-profit/your-organisation/do-you-have-to-pay-income-tax-/taxable-organisations/#Payasyougoinstalments
https://www.ato.gov.au/Non-profit/your-organisation/do-you-have-to-pay-income-tax-/taxable-organisations/#Payasyougoinstalments


How do you get help? 
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There are a number of resources available on our website ato.gov.au/non-

profit/ for not-for-profits: 

 

• Your organisation – Do you have to pay income tax? 

• Taxable organsiations 

• Our guide - Mutuality and taxable income  

 

Call our Not-for-profit advice line on 1300 130 248 – Monday to Friday 

between 8.00am and 6.00pm 

 

 

https://www.ato.gov.au/Non-profit/
https://www.ato.gov.au/Non-profit/
https://www.ato.gov.au/Non-profit/
https://www.ato.gov.au/Non-profit/Your-organisation/Do-you-have-to-pay-income-tax-/
https://www.ato.gov.au/Non-profit/your-organisation/do-you-have-to-pay-income-tax-/taxable-organisations/
https://www.ato.gov.au/Non-profit/your-organisation/do-you-have-to-pay-income-tax-/taxable-organisations/
https://www.ato.gov.au/Non-profit/Your-organisation/In-detail/Income-tax/Mutuality-and-taxable-income/
https://www.ato.gov.au/Non-profit/Your-organisation/In-detail/Income-tax/Mutuality-and-taxable-income/
https://www.ato.gov.au/Non-profit/Your-organisation/In-detail/Income-tax/Mutuality-and-taxable-income/


Any Questions? 


