3.2 NOT-FOR- PROFIT MAKING CONCERN

Prepaiation ol Financial Statements of a Non-Trading Concern

Unfil now, we have seen cccounting treatment for business transection of business entities whose main objectve is
to eam p-cfit. There a‘e cerlair organisations that are not established for making profil but to provide somea service.
These services are generaly giver fo members who make subscriptions to avail them. These are also called as non-
trading entites. Tha examples of such crganialions are:

- Gymkhana / sperts clubs

- Educational irsfitutions

- Public hospitals

- Libra-es

- Cultural ciubs like Rotary or Lions club
- Relig cus nstituticns

- Chartable trusts

These agarisations get their funds in the form of contributions by way of entrance fees, life membership fees,
annucl subscriptons. denations. grants, egacies etc. The cccounting of such orgarisations is based on similar
pinciples followed by the oller organisatiors. Given the nature o these instituliors, there are certain iterns of
revenue and expenses that need special understanding sc that accounting freatment could be comectly dacided.

Special Items
There are certair items of revenue and expenseas ihal are unigue for the non-trading entities. They could be Isted
os:

Revanue itams Fxpenditure items
Dorations Upkosp of grounds
Cntrance ‘ees Tournament expenses
Subscriptions Prizes

Grants received Evenls

Lel ws see whal uccounlirg reclimenl should be given lo sume of [he special ilerms.

(a) Entrance Fees - |hese are received af the time of admissicn of a new memkber and thus cre onetime fees.
“Fey are non-recuring in noture, It could be either captalzed as they are nor-recurring or faken as revenue
as perthe wes o the irslitutior, There's a view that addition of member is an cngo'ng activity cnd thus evey
veqar the institute wil cet enirance fees. So T moy be taken as a nomol revenue receipt.

(b) Donations = lhey could be used for meeting capital or revenus expensss. If donations are receivec ‘or a
specicl purpose, the amount is credited 1o a fund from which the amounts are diskursed. The fund may ke
invested n specified secvrities. Income fom such investments i credited to the fund Account only. Small
donation amounts which are nol eammeorked for any specific purpose may be treated as reverue receipts.

(¢} Legacy =Many tmes trusts oe formed in the memory of certain persons by their wll. In such case afte- the
demise o the pe-son, the ‘unds pass on to the institution. Such legacies are of course one-lime and trerefore
should be taken to the copital fund.

(d) Endowments = Sometimes, donations cre also in the ‘crm of endowments ic be used as pe-instructions of the
donor. These are to be tredled os copltal recelpts.

(e} Lile membership fees = Ihese could be tcken o5 capital receipts and every vedar o cherge is debited based
on some logic. In other words, when received, it could ke trected o5 deferred receipt in the bclance sheet
and every year a specific amounl is credited tol & E Account.

(f)  Subseriptions - These are cnnual receipts and therefore taken as revenue receipts. These must be recognized
as revenue or the accrual concept.



These non-profit organisations prepare

Recelpt and Payment Account - This is similar to cash book. Entries are made on cash basis and items pertaining
to previous year or current year or subsequent years are also recorded. Receipts are shown on debit side and
paymentis are shown on credit side. Capital as well asrevenue items are entered in the R & P Account. This account
is real account in nature. No provisions are recorded in this account. The account has an opening and a ¢losing
balance which isreflected as an assetin the balance sheet,

Features of recelpts and payment account

1. ltis an Account which contains all Cash and Bank fransactions made by a nonprofit organization during a
particular financial peried.

2. It starts with the opening balances of Cash and Bank. All Cash Receipts both capital & revenue during the
period are debited to it

3. Al Cash Payments both capital & revenue during the period are credited to this Account. It ends with the

closing Cash and Bank Balances.

While recerding the Cash and Bank transactions all entries are made on Cash Basis,

Itis a summary of Cash Book,

It follows Real Account,

oo

Recelpt and Payment Account
Recelpt and Payment Account

Recelpts Amount(3) Payments Amount(Z)
Starts with opening balance

Allreceipts - capital or revenue All payments - Capital or revenue
May be related to any peried May be related to any period
previous, current or subsequent. previous, current or subsequent.

Ends with closing balance

Income and Expenditure account - This is similar to the Profit and loss Account and is prepared exactly based on
same principles. As the name suggests only revenue items are recorded herein. Incomes are recorded on the
caredit side while the expenses on the debit side. Both incomes and expenses must be taken on the basis of accrual
concept. This account should reflect only items that are pertaining to current period. Previous and subsequent year
itermns are to be excluded. This account shows either a surplus or deficit. Excess of income over expenditure is called
surplus and excess of expenditure over income is called as deficit,

Features of iIncome and expenditure Account

1 It follows Nominal Account.

2 All expenses of revenue nature for the particular period are debited to this Account on accrual basis.

3 imilarly all revenue incomes related to the particular period are credited to this account on accrual basis.
4 All Capitalincomes and Expenditures are excluded,

5

Only current year's incomes and expenses are recorded. Amounts related to other periods are deducted,
Amounts outstanding for the current year are added.

6. Profit on Sale of Asset is credited. Loss on Sale of Asset is debited. Annual Depreciation on Assets is also

debited.

7. Ifincome is more than expenditure, it is called a Surplus, and is added with Capital or General Fund efc. in the
Balance Sheet,

B. If expenditure is more than income, it is a deficit, and is deducted from Capital or General Fund etc. in the

Balance Sheet,



Income and Expenditure Account

Expenses Amount (T)

Income Amount (3)

Only revenue expenses

Only revenue receipts

Only related to current period.

Only related to current period

Shows either surplus

Or shows deficit

Balance Sheet - It is prepared as on the last day of the accounling period. It also has assets and liabilities and
prepared based on accounting equation. But, there's no capital account. Instead there is a capital fund. The
surplus or deficlt from Income & Expenditure Account is adjusted against this capital fund at the end of the year,

Difference between Recelpts and Payments Account and Income and Expenditure Account

Receipls & Paymenis Account

Income & Expenditure Account

1 | Itis a summarized Cash Book

It closely resembles the Profit & Loss Accountofa
Trading concern.

2 | Receipts are debited and Payments are credited.

Incomes are credited and Expenditures are debited.

Transactions are recorded on Cash basis.

Transactions are recorded on Accrual Basis

4 | Amounits related to previous period or future
period may remain included. Outstanding amount
for current year is excluded.

Transactions are recorded on accrual basis. All
amounts not related to the current period are
excluded. Qutstanding amounts of current period are
added.

It records both Capital and Revenue transactions.

It records Revenue fransactions only.

It serves the purpose of a Real Account.

It serves the purpose of a Nominal Account.

It starts with opening Cash and Bank Balances and
ends with closing Cash and Bank Balances.

It does not record such balances, rather its final
balance shows a surplus or a deficit for the period.

8 | It does not record notional loss or noncash
expenses like bad debts, deprecialions etc.

It considers all such expenses for matching against
revenues

? | Its closing balance Is carried forward to the same
account of the next accounting Period.

Its closing balance is transferred to Capital Fund or
General Fund or Accumulated Fund in the same
period's Balance Sheet.

10 | It helps to prepare an Income & Expenditure
Account.

It helps to prepare a Balance Sheet,

Difference between Profit and Loss Account and Income and Expenditure Account

Profit and Loss Acecount

Income & Expenditure Account

1 | It is prepared by business undertaking.

It is prepared by non-trading organizatfions.

2 | The credit balance of Profit and Loss Account
is known as "net profil” and added to opening
capital.

Credil baluonce of Income and Expenditure Account
Is known as excess of income over expenditure or
surplus and added to opening capital fund.

3 | The debit balance of this Profit and Loss Account s
known as "netloss” and deducted from opening
capital.

Debit balance of this Income and Expenditure
Account is known as "excess of expenditure over
income' or deficit and deducted from opening
capital fund.

4 | To check correctness of accounts tial balance is
prepared before preparing this account,

To check correctness of accounts, receipts and
payments account Is prepared before preparing this
account.
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Fund Asset Accounting and its peculiarities:
Following are the concepls of some funds which are generally maintained by organizations:

(i} Capital Fund: It is also called "General Fund” or "Accumulated Fund.” Itis aclually the Capital of a non-profit
concern. It may be found oul as the excess of assels over liabilities. Usually "Surplus” or "Deficil” during a
period is added with or deducled from il, A porlion of Capilalised incomes like donalions may be added wilth
it

(i) Special Fund: It may be created out of special donation or subscription or out of a portion of the "Surplus”.
For example a club may have a "Building Fund". It may be used for meeting some specific expenses or for
acquiring an asset. If any income is derived out of investments made against this fund or if any profit or loss
occurs due to sale of such investments, such income or profit or loss is ransferred to this fund,

Other Treatments

{a) Ifthe Special Fund s used to meet an expense

Special Fund Afc Cr,
To Bank Afc [aml. of expense)

The balance of the Fund is shown as a liability,

If the balance is translerred to Capilal Fund, the entry will be—

Special Fund Afc Dr.
To Capilal Fund A/c {Balance of Special Fund)

(b) Ifthe Special Fund is used to purchase an asset

Assel Afc Dr.
To Bank A/c (Cost of the asset)

Special Fund A/c Dr,
To Capital Fund A/fc (Special Fund closed)

(lii) Donations

la) Donalion received for a parlicular purpose should be credited to Special Fund. For example, Donation
received for Building should be credited to Building Fund Account,

() For other donalions received the by-laws or rules of the concern should be followed,

(c] If there is no such rule, donalions received of non-recurring nature should be credited to Capital Fund.
Recuning donations received should be credited to Income & Expendilure Account,

{d] Donalion paid by the concern should be debited to Income & Expenditure Account.

(iv) Legacy received: Il is to be direclly added with Capital Fund alter deduclion of tax, (if any), It is a kind of
donalion received according to the wil made by a deceased person,

(v) Entrance Fees or Admission Fees
{a) The rules or by-laws of the concern should be followed,

b} If there is no such rule, Admission or Entrance Fees paid once by members for acquiring membership
should be added with Capital Fund.

{c) I such fees are of small amounls covering the expenses of admission only, Ihe fees may be credited to
Income & Expendilure Accounl,

(vl) Subscriptions
a} Annual subscriptions are credited to Income & Expendilure Account on accrual basis.
b) Life membenrship subscription is usually credited to a separate account shown as a liability.



