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The Basics

Before we get to the detailed tax issues, we need to start 

with the constitution of the association…

• One key element is the constitution which must place restrictions on the 

distribution of profit and assets.

• This applies to both the operation of the club and the wind up of the club.  

A club does not have to apply for an ABN. However…

• If the association is going to be involved in activities consistent with 

running a business or has the intention of providing monetary gains to 

its members, the club is required to register for an ABN.

When an entity registers for an ABN they are automatically

allocated a TFN which will be issued with the ABN.



The Basics

An association is required to register for GST once its 

turnover exceeds $150,000 for the year.

• Turnover generally includes member income, event income, 

merchandise sales, advertising and potentially some classes of 

investment income (e.g. commercial rental).

• If your club is close to this level of income it may be worthwhile 

reviewing the type of income being generated.

An association can calculate its GST on a cash basis or accruals basis with 

cash basis being the more appropriate method in our view.



The Basics

An association like any other entity will have an income tax 

obligation unless it qualifies for an income tax exemption.

• Broadly speaking an income tax exemption is available to charities, 

community service organisations, public hospitals, sporting clubs, etc

• One relevant exemption is for “Sporting clubs”. 

• Sporting or game like activities does include “drag racing, go kart racing, 

motor car racing (circuit, rally) motor cross, motorcycle racing”

• The ATO clearly mentions “car owners clubs and associations” are not 

regarded as Sporting clubs.

As a result of not being able to apply an income tax 

exemption the association is required to lodge a tax return.

• Taxable income is determined as Assessable income less Allowable 

deductions.

• Tax is applied on the taxable income

• In the context of a car club what is defined as income and expense is 

impacted by the principle of mutuality.



The Basics

Associations are taxed as follows:

Taxable income Rate of tax

0 - $416 nil

$417 - $915 55% for every dollar over $416

$916 and above 30% on the whole amount of taxable income
NB: 25% Base rate entities (<80% passive 
income: <$50M Turnover)

Income tax rates for the 2022-23 income year – other NFP companies



Mutuality 
Principle

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.

• These are very important concepts from a tax perspective.



Mutuality 
Principle

The characteristics of organisations that can access 

mutuality typically include: 

• The organisation is carried on for the benefit of its members collectively, not 

individually. 

• The members of the organisation share a common purpose in which they 

all participate or are entitled to do so. 

• The main purpose for which the organisation was established, and is 

operated, is the common purpose of the members. 

• There is a common fund that gives effect to the common purpose and all 

the members contribute to it. 



Mutuality 
Principle

The characteristics of organisations that can access 

mutuality typically include: 

• All the contributions to the common fund are applied for the collective 

benefit of all the members, in line with the common purpose. 

• The members have ownership and control of the common fund. 

• If an organisation's constituent document prevents it from making any 

distribution to its members, and this is the only thing that prevents an 

amount of its income from being a mutual receipt, the organisation is not 

prevented from accessing mutuality for income tax purposes. 



Mutuality 
Principle

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. Not all 

dealings involving members are mutual dealings. 

The principle of mutuality does not apply to dealings between an 

organisation and member that go beyond a mutual arrangement and are in 

the nature of trade. 

In this situation, the fact the organisation is dealing with a member is not 

relevant.

Common examples of this would include lease of club rooms, events that 

are widely attended by the public, investment income, advertising income, 

etc.

There are calculations and allocations required where there is both mutual 

and non-mutual income however, we do not propose to cover this in this 

presentation.



So, what have we 
covered so far?

✓ An association will typically require an ABN

✓ An association will be required to register for GST where the income 

is over $150,000

✓ An association may be exempt from income tax where it can be 

established it is conducting a sporting activity in the name of “drag 

racing, go kart racing, motor car racing (circuit, rally) motor cross, 

motorcycle racing”.

✓ If the association is not conducting a sporting activity, then it will 

have a taxation obligation.

✓ That taxation obligation may be impacted by the mutuality principle 

which has the effect of excluding mutual income and mutual 

expenses from the calculation of taxable income.



Summary of 
recent ATO
announcements

By way of background there have been tax cases involving large 

sporting clubs and whether their activities are indeed eligible for the 

income tax exemption.

These clubs are typically sporting clubs (e.g., rugby clubs) where over 

time their operations evolved into major business (e.g., pokies, venues, 

facilities, etc). What gets tested in these cases is whether they are still a 

“sporting club” or is the “sporting club” activity a smaller part of their 

operations. 

With the above in mind the ATO came out last year with two 

announcements:

• Straight from the Source – August 2022 (QC70192)

• Straight from the Source – October 2022 (QC70491)



Summary of 
recent ATO
announcements

These announcements are asking clubs to review their eligibility by 

lodging an annual form.

The new reporting requirements come into effect on 1 July 2023 with 

first lodgements expected to occur from 1 July 2024.

There are two forms available:

• One form is to be completed by a sporting club (NAT 73773-

02.2017) – This form requires detailed disclosures of regarding 

sporting and non-sporting activities. 

• The other form is to be completed by other clubs (NAT 7414-

11.2019)

We have intentionally included the QC and NAT references to assist 

with searching the documents.

The forms themselves are easy to follow with good descriptions and 

guidance. They are not hard to complete. 

They do require sign off  with approval of the committee



Conclusion

We suggest the following should be put in 

place now:

✓ Consider the “income tax exemption” as it applies to 

your association. You may be exempt from tax.

✓ Consider the “mutuality principle” as it applies to your 

association. You are more likely to have this apply. 

✓ If your association has income derived from non-

members or from non-member activity the tax impact 

of this will need to be explored further.

✓ Have the above reviewed as part of the associations 

year end compliance function. Ask for this to be 

scoped and quoted as part of year end compliance.



Conclusion

We suggest the following should be put in 

place now:

✓ Download and review the forms from now to get a feel 

for what information is required and what records you 

need to capture from now.

✓ Both financial and non-financial records should be 

maintained in a manner where member and non-

member transactions are clearly identified.

✓ The above may include the adoption of improved 

accounting systems.

✓ Review the constitution for annual review or audit 

requirements. Be aware of your filing obligations. 

✓ Seek professional guidance if you are not sure.



Thank you
Questions & Queries



Darren Williams

Principal

B.Bus (Acc), CA, CPA

Darren has expertise in business services, taxation, audit 

and due diligence gained from 7 years’ experience in 

business services and over 15 years’ experience in the 

manufacturing industry. Darren’s main focus is to establish 

a trusted relationship with clients to ensure their holistic 

financial and planning needs are met.

Contact Darren

03 9098 4202

darrenw@dfkbkm.com.au

mailto:darrenw@dfkbkm.com.au


Terry Stramotas

Director

B.Eco (Acc), FCA, FTIA

Terry has been a Principal of the firm since 2000 and has 

more than 20 years’ experience in professional practice. 

His areas of expertise include accounting, income tax, 

information technology and business management for 

small to medium size business and high net worth groups. 

Terry is passionate about working closely with the client to 

gain a deep understanding of their financial and business 

affairs in order to provide strategic and proactive advice.

Contact Terry

03 9098 4203

terrys@dfkbkm.com.au



Case Studies
Mutuality and taxable income for not-for-profits

• This presentation was accompanied by examples documented by the 
ATO to help understand the concept of mutuality and how it affects 
the income tax reporting of NFPs

• The original ATO document can be downloaded from

https://www.ato.gov.au/misc/downloads/pdf/qc23099.pdf

however, some pages of particular interest at included below

https://www.ato.gov.au/misc/downloads/pdf/qc23099.pdf
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