Topic 14
Accounting for Not For Profit – Making Organizations

Learning objectives
By the end of this topic, you will be able to
· Distinguish accounts for profit making and not-profit making organizations
· Prepare accounts for non-profit making organizations
· Define the sources of income of non-profit making organizations

Introduction
There are some organizations established with an objective(s) other than profit making. These may include schools, clubs, hospitals, NGO’s etc. These organizations keep accounts different from those kept by profit making organizations. The differences lie in the following;
· A cash book is replaced by receipts & payments A/c
· Profit & loss A/c is replaced by income and expenditure A/c
· Capital is replaced by accumulated funds
· Net profit is called excess of income over expenditure
· Net loss is called excess of expenditure over income

Some of the major records kept by Non- profit making organizations
1. Receipts and payments Account
This summarises cash and bank transactions for the period. It includes;
· Opening balance
· The receipts for the period
· The payments for the period
· Closing balance

2.   Income and expenditure Account
This account is presented in the same way as the profit & loss a/c for a service organizations, i.e. the costs or expenditures are matched against incomes. However, in this account, profit is termed as excess of income over expenditure and vice versa for a loss.

3.  Bar Trading Account
Some non- profit making organizations such as clubs, schools operate bars where members go for refreshments/ recreation. This can generate a profit or loss in a given period which necessitates the preparation of a bar trading a/c to capture the trading results (profit/loss).
The profit/loss from the bar should be posted to the income and expenditure account as an internal source of income. Profit from the bar is not distributed to members but is put back to finance the organization’s activities. Clubs maintain their accounts in single entry form and as a result, some records are missing. Therefore, it may be necessary to prepare control accounts to determine bar purchases, sales and to adjust some expense accounts.

Accumulated Fund
There are cases where in the question; the figure of accumulated fund is missing. To arrive at this figure, the statement of affairs has to be prepared summarizing the assets & liabilities of the organization.
Accumulated fund = Assets – Liabilities.
In essence, the statement of affairs is the opening balance sheet.

4. Balance sheet
This is not different from that of a profit making organization except for the re-naming of capital and net profit/loss

SUBSCRIPTIONS
Subscriptions from members are the major source of income for non- profit oriented organizations. Subscriptions can be ordinary or life subscriptions.

Accounting Treatment relating to subscriptions	
· Subscriptions due (accruing) or in arrears are current assets
· Subscriptions received in advance or prepaid are current liabilities
· Subscriptions taken as income for a particular year should exclude subscriptions received in arrears and subscriptions received in advance. This requires opening up a subscription a/c, similar to one below;

                                                     Subscriptions A/c
Subscription in Arrears b/f                  xx	subscription Accrued b/f                    xx
Income & expenditure a/c                   xx	Cash /Bank                                         xx
Subscription Accrued c/d                    xx	subscription in Arrears c/d                 xx
                                                            xxx	                                                          xxx

Example 1
The following information is taken from the books of Mukono Rug bay Club.
Subscriptions received during the year ending 31.12.2003		1,000,000/=
Subscriptions due at the end of 31.12.2003				   100,000/=
Subscriptions received in advance for the following year commencing on 1.1.2004 amounted to 300,000/=
Required;
Determine the amount of subscriptions to be taken as income for the year.

Solution

                                                          Subscription A/c
Income & expenditure a/c            800,000	Bank / Cash                                 1,000,000
Advance c/f                                  300,000 	Subscriptions due                           100,000
                                                   1,100,000	                                                    1,100,000

Life subscription
In some clubs, members are allowed to become life members by paying life subscription, which allows them to access the club facilities for the rest of their life.
Entries when life subscription is paid,
Dr	Receipt & payment A/c		xx
      Cr		Life subscription A/c			xx
Instructions must be given regarding how much of the life subscriptions is to be transferred to the income and expenditure account at the end of each year.
When a transfer is done, the following entries are effected,
Dr	Life subscriptions A/c		xx
      Cr		Income & expenditure A/c		xx
The credit balance in the life subscriptions A/c is a long- term liability of the club. 


Illustration 1
The treasurer of MUBS Football club prepared the following receipts and payments account for the year ended 31.12.2003.

Receipts					Payments
1.1.2003 Balance                      2,500,000        Bar wages          		1,700,000
Donations                                  1,400,000        Stationary    			   200,000                               
Receipts from debtors             24,000,000	Completion expenses	   800,000                        
Raffle receipts                           1,230,000	Repairs                                  2,000,000
Competition receipts                 1,600,000       Raffle expenses                        350,000
Subscription                             10,000,000	Payment to bar creditors       6,000,000
	Transport costs                         250,000     	Electricity                              1,200,000
	Bal c/d                                 28,230,000
                                                40,730,000	                                            40,730,000


The following information is also available;
a)                                                                 1.1.2003	                   31.12.2003
Bar stocks, cost				250,000			160,000
Bar debtors 				            400,000			340,000
Bar wages in arrears				140,000		            130,000
Ordinary subscriptions received in advance	120,000			170,000	
Bar creditors					650,000			240,000
b) The club had the following fixed assets on 1.1.2003

Buildings,(Revalued)			20,000,000/=
Equipment,(NBV)			  6,000,000/=

c) Repairs is an item of development expenditure should be capitalized.
d) The club depreciates all its fixed assets by 10% on cost with exception of equipment, which is depreciated by 5% reducing balance.
e) Half of electricity expenses relate to the bar.
f) 10 % of subscription received, is life subscription which should be credited systematically to revenue account over a period of 10 years.
Required 
i. Accumulated fund on 1.1.2003
ii. Bar trading account  31.12.2003
iii. Income and expenditure account and Balance sheet at the close of the financial year 31.12.2003


Solution

MUBS FOOTBALL CLUB
STATEMENT OF AFFAIRS
AS AT 1.1.2003

NON CURRENT ASSETS		COST			ACC.DEP.		NBV
                                                              UGX			UGX		UGX
Buildings				20,000,000		   -		20,000,000
Equipment				  6,000,000		   -	 	  6,000,000
						                                                26,000,000
CURRENT ASSETS
Bar stocks							250,000
Bar debtors							400,000
Bank (Receipts & payments a/c)			         2,500,000           3,150,000
TOTAL ASSETES 					                                   29,150,000

EQUITY & LIABILITIES
Accumulated fund 1.1 .2003                                                                  28,240,000
CURRENT LIABILITIES
Bar creditors					               650,000
Bar wages outstanding		           		    140,000
Subscriptions received in advance		               120,000		910,000
                                                                                                                 29,150,000	
ADJUSTMENTS		
		
                                                      Bar Debtors’ Control A/C

Bal b/f                                          400,000	Bank                                        24,000,000
Bar credit sales                        23,940,000	Bal c/f                                            340,000
                                                24,340,000	                                                 24,340,000

                                                        Bar creditors’ Control A/C
Bank                                           6,000,000	Bal b/f                                           650,000
Bal c/f                                            240,000	Bar credit purchases                   5,590,000
                                                  6,240,000	                                                    6,240,000
                                                            
Bar wages A/C
Bank                                            1,700,000	accrued b/f                                   140,000
Accrued c/d                                    130,000	Bar trading A/C                         1,690,000
                                                     1830,000	                                                   1830,000
                                                        

                                                     Subscriptions A/c
	Subscription in advance b/f   120,000               I & E A/C                                    8,950,000	Bank (wk:1)                         9,000,000                    subscription in advance c/f            170,000                                                                                      
                                                    9,120,000	                                              9,120,000


                                                    Life subscription A/c
 
I&E A/C                                    100,000	bank (wk: 1)                              1,000,000
Bal c/d                                        900,000	 
                                                  1,000,000	                                                  1,000,000



MUBS FOOT BALL CLUB - BAR TRADING ACCOUNT
FOR THE YEAR ENDED 31.12.2003
				UGX		          UGX		     UGX	
Bar sales								23,940,000
Less; Cost of sales	
Opening Stock		                                                  250,000
Add; Purchases                   	5,590,000
	                                                                       5,840,000	
Closing stock					           (160,000)
Cost of Sales							              5,680,000
Gross profit								18,260,000
Less; Operating expenses				
	Bar wages					1,690,000
	Electricity 					   600,000	    2,290,000
	Net profit c/f to I& E A/ C	15,970,000


MUBS FOOTBALL CLUB
INCOME &EXPENDITURE ACCOUNT
FOR THE PERIOD ENDED 31.12.2003
INCOMES				UGX			       UGX
Donations							     1,400,000
Bar net profit						              15,970,000
Ordinary subscriptions (see adjustments)              	               8,950,000
Net competition receipts (1,600,000- 800,000)		        800,000
Net raffle receipts (1,230,000 – 350,000)			        880,000
Life subscription (wk:1)                                                         100,000							                                               28,100,000

Less; EXPENDITURES
	Stationary			200,000
	Transport 			250,000
	Electricity (1200-600)		600,000
	Depreciation 
           -Development exp.2M*10%    200,000
           –Equipment 6, 000, 000*5%      300,000
	-Buildings 20,000,000*10%	2,000,000                        3,550,000
Excess of income over expenditure (surplus)			24,550,000


MUBS FOOTBALL CLUB
BALANCE SHEET
AS AT 31.12.2003
NON CURRENT ASSETS		COST			ACC.DEP		NBV
					UGX			UGX			UGX
Buildings				20,000,000		2,000,000	 18,000,000
Equipment				  6,000,000		  300,000            5,700,000
Development expenditure		  2,000,000		   200,000	   1,800,000
					28,000,000		2,500,000         25,500,000
CURRENT ASSETS
Bar stocks							   160,000
Bar debtors							   340,000
Bank (Receipts & payments A/c)			          28,230,000         28,730,000
								                         54230,000

EQUITY & LIABILITIES
Accumulated Fund								28,240,000
Add; Surplus of income over expenditure					24,550,000
										52,790,000
NON-CURRENT LIABILITIES 
Life subscription                                                                                                  900,000

CURRENT LIABILITIES
Bar creditors				                               240,000
Bar wages outstanding		                               130,000
Subscriptions received in advance	                               170,000		   540,000                                                                                                                TOTAL EQUITY & LIABILITIES                                                         35,900,000

WORKINGS:
That subscription received =10,000,000
But 10% is life subscription –10%*10,000,000 =1,000,000.
Therefore, ordinary subscription 9,000,000 (10,000,000-1,000,000)
But ordinary subscription requires adjustment (see adjustments)





Illustration 2
The receipts and payments for Kasese Football club for the financial year ended 31.12.2003 was summarized as follows;

RECEIPTS					                                PAYMENTS
                                                    UGX ‘000	                                               UGX ‘ 000
Life subscriptions                          20,000		Bal b/d                                         8,500
Ordinary subscriptions                  23,000	Repair of pavilion                        6,400
Receipts from bar receivables         9,000	Rent for training ground              3,000
Sales of entry tickets                      7,500	Allowances to players                 4,500
Donations                                       3,500	Printing of entry tickets               1,500
	Payment to bar payables              1,600
	Purchase of sports vehicle          20,000
	Purchase of sports equipment      3,200
	Bar wages                                     2,500
	Administration expenses              4,000
	Other expenses                             1,800
	Bal c/d                                           6,000
                                                      63,000	                                                    63,000


Additional information was provided;
i.                                                      31.12.2002		       31.12.2003

Club buildings, cost				40,000,000
Bar inventory 					  1,500,000			2,500,000
Bar payables					  1,000,000			1,400,000
Bar receivables				1,800,000			1,600,000
Prepaid rent					     200,000			   800,000
Accrued allowances to players		 2,000,000			1,000,000
Accrued ordinary subscriptions		     700,000			   400,000
Ordinary subscriptions prepaid		      900,000			    700,000

ii. Purchases of sports equipment is revenue expenditure
iii. Apportion 20% of administration expenses and other expenses to the Bar
iv. 15% of life subscriptions is progressively released to the income and expenditure account every financial year.
v. Non – current assets are depreciated by 10% on cost as on 31.12.2003.

Required;
Prepare the financial statements for the club for the year to 31.12.2003.






Solution

KASESE FOOTBALL CLUB
STATEMENT OF AFFAIRS
AS AT 31.12.2002
Non current assets				UGX’000		UGX’000
Club building									40,000

Current Assets
Bar inventory					1,500
Receivables					1,800
Prepaid rent					   200
Accrued Subscriptions			   700				 4,200
										44,200
Equity & Liabilities
Accumulated fund								31,800

Current liabilities
Bar payables						1,000
Accrued allowance					2,000
Ordinary subscription prepaid			 	  900
Overdraft						8,500			12,400
										44,200

Adjustments;

                                                         Ordinary subscription A/c

                                                UGX’000                                                                  UGX’000
Accrued                                         700	Prepaid			      900
I& E A/C                                  22,900	Receipts & payments A/c	 23,000
Prepaid                                          700	Accrued			      400
                                                  24,300					 24,300

                                                          
Rent A/C

                                                    X’000				UGX’000
Prepaid                                             200	I & E A/C		2,400
Receipts & Payments                    3,000	Prepaid		   800
                                                      3,200				3,200

                                      




                                                         Allowance A/C

Receipt & payments                    4,500		Accrued		2,000
Accrued                                        1,000		I & E A/C		3,500
                                                      5,500					5,500


                                                      Life Subscription A/c
                                                       UGX’000					UGX’000
I & E A/C                                 	3,000		Receipt & payment	20,000
						
Bal c/d                                          17,000
                                                	  20,000                                                    20,000 
                                                                
                                                         Debtors control A/c
                                                       UGX’000				        UGX’000
Bal b/d				1,800		Receipt &payment   	9,000
Credit Sales				8,800		Bal c/d			1,600
			           10,600					10,600


                                                             Creditors control A/c

Receipt & payment A/c              1,600	B/f			1,000
Bal c/d                                         1,400	Credit purchases	2,000
                                                    3,000					3,000


Depreciation
Club building : 10%*40,000 = 40000
Sport vehicle   : 10% * 2000= 20000


KASESE FOOTBALL CLUB - BAR TRADING ACCOUNT
                                                                                 UGX’ 000		       UGX’000
Sale                                                                                                              8,800
Less ;cost of sales
        Opening stock	1,500
Add purchases 	2,000
	3,500
less closing stock	2,500                         1,000
       Gross profit 	                                  7,80
Less operating expenses
Administration (20%*4000)	800
Motor expenses (20%*1800)	360
Bar wages                                                               2,500                         6,060
Net profit to be credited to I&E A/C                                                    4,140

KASESE FOOT BALL CLUB
INCOME AND EXPENDITURE ACCOUNT
FOR THE PERIOD ENDED 31.12.2003

	UGX’000		       UGX’000
INCOMES
Life subscrition (15%)                                                                                      3,000
Ordinary subscription                                                                                     22,900
Sales of entry tickets (7,500-1,500)					  6,000
Donations					  3,500
Bar trading profit					  4,140
					39,540
Less; EXPENDITURES
Allowance	3,500
Depreciation –Building	4,000
                      - Sports Vehicle	2,000
Administration expenses (80% *4,000)	3,200
Other expenses (80% * 1,800)	1,440
Sports Equipment	3,200
Rent	2,400
Repair of pavilion	6,400			26,140
Exess Of Income Over Expenditure					13,400


KASESE FOOTBALL CLUB
BALANCE SHEET
AS AT 31.12.2003

Non current Assets	Cost 		Acc. Dep	NBV
	UGX’000	UGX’000        UGX’000
Club Building	40,000		4,000		36,000
Sports motor Vehicle	20,000		2,000		18,000
	60,000		6,000		54,000
Current Assets
Bar Inventory				2,500
Receivables				1,600
Prepaid rent				   800
Accrued ordinary subscription				   400
Receipt & payment (Bank)				6,000		11,300
Total Assets						65,300

Equity & Liabilities
Accumulated fund						31,800
Excess of income over expenditure						13,400

Non current Liabilities
Life Subscription						17,000

Current Liabilities
Bar Payables				1,400
Accrued allowance				1,000
Prepaid Subscription				   700		3,100
Total Equity & Liabilities					           65,300


Exercise 1 

Below is the receipts and payments account prepared from the bank account of Credible Social Club for the year ended 31.12.2004


Receipts	Payments
Subscriptions – Ordinary           4,600              Bal b/f		  		3,000	
	                      - life                     2,000              Rent for premises              620
Bar Sales                                   22,500              Insurance		   250
Annual dinner tickets                  1,700              Furniture purchases       1,500
Donation                                     5,400              Bar purchase creditors  12,300
Competition receipts                     800               Motor vehicle	             4,000
	                                                                          Annual dinner cost            770
	                                                                          General expenses            1,200
	                                                                          Bar salary	             2,400
	                                                                          Electricity	      	   560
	                                                                          Bal c/f		           10,500

                                                   37,000				 37,000


                  Additional information;
a) Ordinary membership subscription received included UGX 300,000 received in advance and UGX. 450,000 relates to the year ended 31.12.2003
b) The club’s policy is to transfer 10% of its life subscriptions to revenue and expenditure account each year over 10 years.
c) 25% of electricity relates to the bar
d) It’s the club’s policy to depreciate fixed assets at 20% on cost
e) The assets and liabilities of the club were as follows;

31.12.2003 31.12.2004

Bar stocks	                               2,500,000	2,350,000
Prepaid insurance                           27,000	     58,000
Rent for premises accrued              15,000	     13,000
Bar purchases creditors                400,000	   342,000
Motor vehicle (at cost)                 2,300,000	          -

Required; 
i) Prepare a bar trading, profit and loss account for the period ended 31.12.2004
ii) The club’s income and expenditure account and the balance sheet as at 31.12.2004

Exercise 2
The following is the receipts and payments statement of Y & A football club for the year ended 30.6.2004


Receipts	         	         UGX’000			Payments		      UGX’000
Bal b/f				1,600			Secretary’s salary		320
Entrance fees		  	   150			Ground rent			217
Subscriptions			2,700			Sundry repairs			100
Proceeds from concert    	   300			Sports Material		460
Interest on investment       	     80			Grounds men wages		315
							Grounds upkeep		700
						 	Printing			100
							Bal c/f			          2,618
			            4,830					                      4,830
Additional information

a) Assets and liabilities of the club were:

                                                 1.7.2003
Club premises and grounds	3,500,000
Investments			1,500,000
Loan				2,700,000
Furniture			   870,000
Sports material			   520,000

Liabilities as at 30.6.2004, were:
Printing			    25,000
Wages of grounds men                48,000

b) Subscriptions received includes subscriptions for year ended 30.6.2003 of 600,000 and advance subscriptions for the following year of 270,000
c) Sports material should be taken as revenue expenditure
d) All fixed assets are depreciated at 20% on cost

Required;
Prepare the club’s statement of affairs, income and expenditure account and the balance sheet as at 30.6.2004
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