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	Key issues

	· The lack of transparency within the Class 4 gambling sector makes it difficult to assess the effectiveness and efficiency of corporate gambling society operations and whether the goals of Gambling Act 2003 are being achieved.
· There are a variety of options to introduce new regulations to increase the amount and type of information that corporate gaming societies must report. This information will allow communities and other stakeholders to better assess the performance of corporate gambling societies. 


	Action sought
	Timeframe

	Agree to seek Cabinet’s agreement to the proposed regulatory and legislative changes outlined in this briefing, to improve the transparency of the Class 4 gambling sector.
	By 8 March 2013


	Contact for telephone discussion (if required)
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	Return to:
	

	DMS file reference:
	 POL-1083-4, 811904DB

	Ministerial database reference:
	IA201300142


Purpose of briefing

1. This briefing proposes a number of regulatory amendments to reporting requirements, in order achieve a more accountable and transparent Class 4 gambling sector. 
Executive summary

2. Class 4 corporate gaming societies (societies) are required to meet a number of publication requirements to ensure accountability under the Gambling Act 2003 (the Act).  Societies also have wide powers under the Act to distribute the net proceeds from Class 4 gambling.  
3. Despite these publication requirements, there is insufficient data to assess the efficiency, the effectiveness or the fairness of society operations. It will remain difficult to assess whether the Class 4 gambling sector is achieving the purposes of the Act without better information.  This briefing therefore seeks your approval to a number of changes to existing reporting requirements. 

4. There are two main approaches to improving transparency covered in this briefing:

· requiring that societies publish additional information on grants made to the community so that societies would potentially face stronger incentives to ensure that grants are made to organisations that maximize benefits to local communities and that net proceeds are distributed back to the region where they were generated; and
· standardising the reporting of financial data which would enhance accountability on the efficiency of society operations, potentially incentivising greater cost minimisation and higher returns to authorised purposes.
5. Our preferred option for reform is to introduce additional reporting requirements for societies, through regulations. The Department of Internal Affairs (the Department) also proposes using the data on grants distribution to develop a grants database, as a part of the Integrated Gambling Platform (IGP). This will enable communities to make clear comparisons between the distribution policies of different societies. Some legislative amendments may be needed to allow the implementation of these options.

Existing reporting requirements under the Act
6. Society board members are not publicly appointed and are not required to consult with the public about how the net proceeds from their operations are distributed. Therefore, the public relies on accountability documents to assess society performance. 
7. Section 110 of the Act sets out a variety of reporting requirements for societies. Societies are required to publish the availability of net proceeds every three months. Societies are also required to publish the following information at least one month before net proceeds are distributed:
· details of where to obtain a grant application form, who will consider the applications and the criteria against which they will be considered;

· names and backgrounds of those who hold office in the society; and
· the society’s complaints process.

8. Finally, societies must publish the following information at least annually:
· details of all applications received for grants and whether the applications were accepted or declined;
· the amount of net proceeds granted, if any, in each case; and

· the results of the society’s annual review of its distribution criteria.

9. Societies must publish this information in at least one newspaper. The Gambling (Class 4 Net Proceeds) Regulations 2004 (the Regulations) also require societies to publish this information online at least every six months. Societies must also prepare an annual report on their Class 4 operations (section 107). The annual report must include appropriate financial statements that are compliant with generally accepted accounting practice (GAAP). 

10. Section 114 of the Act provides a regulation-making power to prescribe requirements for the publication of information about the application and distribution of net proceeds. 
Framework for analysis
11. This briefing examines the different policy options for increasing transparency, against your priorities for Class 4 gambling. In particular, the options will be assessed against their potential to allow the community, as the stakeholder, to hold societies to account for the funding decisions they make. Each option will also be assessed by how difficult and costly they will be to implement. 
Problem Definition 
Current requirements do not create sufficient transparency to assess the performance of the Class 4 gambling sector
12. It is unclear the extent to which the status quo is impeding efficient and effective grant making. But given that one of the objectives of the Act is to ensure that the money from gambling benefits the community, it is important that the public has regular, detailed and accurate information to assess whether societies are achieving this. Such information will also allow the Department to better assess how effectively objectives of the Act are being met. 
13. Current reporting requirements do not create sufficient transparency to assess the efficiency, effectiveness and fairness of society grant-making. There are two primary reasons for this.
14. Firstly, the broad language in section 110 allows some societies to publish the minimum required information. As a result, data that would better enable the community to assess the value of society grant-making processes is often not available. Information such as the purpose of grants, the type of applicant (e.g. individual, national organisation etc) and the location of the applicant is often not made public.

15. There is one society that reports additional details on their decisions (including a short description of the purpose of a grant). However, many societies publish just the name of an applicant and the amount they were granted. Similarly, a survey of society websites found that the results of societies’ annual reviews tended to consist of two to three lines indicating that the society had decided not to change their policies.

16. The second issue is that while all societies are required to publish financial statements that are consistent with GAAP, meaningful comparisons are often difficult, as different societies use different ways of reporting. Terms like “administrative costs”, “employee costs”, “operating costs” and “other costs”, while all consistent with GAAP, can be used interchangeably by different societies.

17. This issue is not specific to the societies. The Local Government Act was amended to allow the prescription of matters to be disclosed in the financial statements of local government bodies (provided they are consistent with GAAP). The Accounting Standards Review Board (ASRB) is also pursuing greater consistency and transparency in the reporting of financial information.

Proposals 
Amendments and regulations to prescribe additional reporting requirements and allow the development of a grants database 

18. We propose introducing new regulations under section 114 of the Act, requiring that societies report additional information on grants made to the community. The new reporting requirements would be focussed on informing the public of whom, in what region, is asking for how much and for what purpose and how societies are responding to these demands. We also propose that the Act be amended to remove the requirement on societies to publish this information in a newspaper. The information would only need to be made available online. 
19. We also propose regulations under section 114 to improve reporting on the results of societies’ annual review of grants policies. The new requirements would be focussed on providing greater detail to the public, to show that societies are putting appropriate consideration into their reviews. Regulations would require the publication of a short report online, discussing how they reviewed their policies, how effective and efficient they consider their current policies to be, and what (if any) changes are needed.
20. As a first step, any changes to regulations would require Cabinet approval and the release of a discussion document. We propose to develop the discussion document and seek Cabinet approval for its release mid 2013. 

21. In the long run, it may also be possible for the Department to collect the data on societies’ grant decisions and input it into use it a grants database as a part of the Integrated Gambling Platform. The Department could then use this data to analyse trends in grant demand and decision making, and report on them to the community. In order to allow the development of such a grants database, the Act would need to be amended now, to provide regulation making powers to: 

· develop a model grant application form that all societies must use (so that all societies collect and submit appropriate and comparable information); and
· allow the Department to use data collected from the model grant application form for compliance (as well as policy making) purposes.
	Advantages
	Disadvantages

	· If the Department reports the information in a format that is easily consumable by the public, this would best enable communities to make clear comparisons between the distribution policies of societies, and assess the effectiveness and fairness of grant decisions. This could act as an additional incentive for societies to be responsive to the demands of communities, potentially lifting the quality of grant funding.
· It would provide the Department with more detailed information on which to base its policy analysis and advice.
· Any compliance cost issues could be highlighted and potentially addressed in the regulation consultation process.
· Removing the requirement to publish information in a newspaper would lower costs for societies.
	· There will be some compliance costs for societies in providing the relevant information. Information would need to be provided in an electronic format that is acceptable to the Department. 
· There would also be some costs to the Department involved with sorting the data.
· Societies may resist reform. However, concerns could be addressed during the consultation process.


Legislative amendment to provide the Department with regulation-making powers to set financial reporting standards
22. We propose the Act be amended to provide the Department with regulation-making powers that prescribe the presentation of accounting information. All regulations would still need to be consistent with GAAP. Regulations would be focused on ensuring consistent disclosure of a several indicators of operational efficiency (e.g. ratio of standard definition of administration costs to net proceeds returned to the community). 

	Advantages
	Disadvantages

	· The community would have access to comparable data on the efficiency of society operations. This could incentivise societies to be more efficient in their operations.

· Consultation with sector stakeholders should reduce the risk of unintended consequences and enable the creation of a financial reporting methodology that meets the needs of the sector.
	· Societies may incur some initial costs as a result of needing to adjust their financial reporting procedures. 


The Department considered and rejected using non-regulatory means to reform reporting requirements
23. The Department also considered using non-regulatory means to engage with societies and encourage improvements in reporting on grant decision-making. However, based on previous experience, we consider it unlikely that attempts to engage the sector would achieve a uniform improvement in reporting conventions. Further, without standardised reporting requirements it is unlikely that societies would release comparable data.

Recommendations
24. The recommendations are that you:

	a) note that existing publication requirements under the Gambling Act 2003 fail to achieve sufficient transparency to assess the effectiveness, efficiency and fairness of non-commercial gaming society (society) operations;

b) agree to regulatory changes under section 114 of the Gambling Act 2003:
i) requiring societies to publish standardised information 
on grant decisions; 

ii) specifying what a society needs to report as a part of its 
annual review of criteria for the distribution of its net 
proceeds;
c) agree to seek Cabinet’s approval to amend the Gambling Act 2003 to:
i) enable the creation of a grants database, including creating regulation-making powers to prescribe standard grant application forms and what information societies must provide to the Department from their grant applications; and 
ii) provide the Department with a regulation-making power to prescribe the presentation of indicators of operational efficiency.
	Yes/No

Yes/No

Yes/No

Yes/No
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� Department of Internal Affairs: Desktop review of information available on non-club gaming society websites (2012).
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