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Nonprofit Financial
Management Capability

Challenges/ Issues in
Preparing institutional
Financial Statements

Accounting for Accounting for Presentation, Scope, and
Incoming Resources Outgoing Resources Contents of Financial
Statement
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Accounting for Incoming
Resources

1. Revenue from Grant
& Donations

* GrantlIncome

e Earned Incomes, Membership, and
other incomes

e (Cash Donations

* Interest Income

* Non-cash contribution/ Right of Use

e Swap Exchange Transactions,

©2024, PCG & Partners Co., Ltd

Nonprofit Financial
Management Capability

What are the overarching principles for the recognition and measurement of
incoming resources from ‘non-exchange’ transactions?

Timing of income recognition and definition of performance criteria/
obligation. What is the recognition and measurement process when receiving
donations that are used to fulfil requirements in subsequent periods?

When should donations to purchase a capital asset be recognised? What if
the donation is repayable if the asset, at some future date, is no longer used
for its intended purpose?

When should services in-kind be recognised and if so, how are they
measured? What disclosures should be provided?

When should gifts in-kind be recognised and how should they be measured,
including low value items such as inventory (second-hand for sale and new
for distribution as part of charitable activities)?

How should assets that can only be used for a specific purpose and may have
to be returned be measured initially and subsequently?

Recognition and measurement of ‘right of use’ donations (including free use
of space and equipment)?



Accounting for Outgoing Resources
2. Expenses & Liabilities

Nonprofit Financial
Management Capability

. Expenses . . .
Type of item Asset Liabilities | Recognition Point
Amount
Program Activities Costs
2 |Purchase of property, equipment, office supplies, inventory, and other
fixed assets
3 |Depreciation of properties, plants and equipment
4 |Non-cash expenses (rental expenses from building owned by the
organization, volunteered services)
5 |Accrual Expenses
6 |Prepayment & Deposit
7 |Salary and Benefits
8 |Provision and Committed Expenditures: Expenditure that will occur
after the reporting period
9 |Accrual Expenses
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Accounting for Outgoing Resources
3. Cost Sharing

Nonprofit Financial
Management Capability

_ Basis of Method of
Type of item Shared Cost , _
allocation allocation
Program Activities Costs
Purchase of property, equipment, office supplies, inventory, and other
fixed assets
3 |Depreciation of properties, plants and equipment
Non-cash expenses (rental expenses from building owned by the
organization, volunteered services)
5 |Accrual Expenses
6 |Prepayment & Deposit
7 |Salary and Benefits
8 |Provision and Committed Expenditures: Expenditure that will occur after
the reporting period
9 |Accrual Expenses
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Nonprofit Financial
Management Capability

Presentation, Scope, and Contents of
Financial Statement

4. Fundra|5|ng COStS Donations, gifts = Seeking grants eg application costs
grants and :3irni|::lr » Operating membership schemes
T = Staging events
. « Advertising, marketing and direct mail materials
* How should the costs of fund raising J
be defined (for example, whether to ~

= Operating a trading outlet to sell donated andfor

include business development spend _ _
Commercial and bought-in goods

and/or overheads)? trading - Operating a trading company carrying out other
commercial or trading activities

* How should the costs of fundraising
be recognised and/or presented (ie
on a gross basis or netted against
income)? Investment

» Portfolio management
» Obtaining investment advice

» Licensing intellectual property

* Management of properties held for inwvestment

management
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Nonprofit Financial
Management Capability

Presentation, Scope, and Contents of
Financial Statement

5. Classification of

Nature

EXpe Nnses: Fu nCtiO ns, type of expense eg salaries, rent,

advertising, depreciation

nature or Both

. bili Function
Comparability type of activity eg individual
° Regulatory req u | rementS pProgramimnes or services, support Ccosts

 Donors’ requirements
* Management Decisions
Mixed

some expenses by nature (type) and
some by function (activity)
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Nonprofit Financial
Management Capability

Presentation, Scope, and Contents of
Financial Statement

6. Accounting Basis:

Modified Cash Basis What ShOUId be the
common list of
modifications
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Presentation, Scope, and Contents of
Financial Statement

7. Fund Accounting

Fund with restrictions?

Is use of resources limited to a specific  yaq
purpose or activity due to externally >
imposed legal or equivalent

arrangements?
Present as
l No part of
funds with
Has the NPO made an external public restrictions

commitment at or before the launch ofa  Yes
fundraising campaign that resources =
obtained through the campaign will be

used for a specific purpose or activity?

Present as part of funds
without restrictions

©2024, PCG & Partners Co., Ltd

Nonprofit Financial
Management Capability

Fund Accounting Disclosure

Context/
explanation

Information
disclosed

» Fund purpose
» Income and expenses
» Transfers between

= Financial health
and resilience

= Surplus/deficit

= Causes/solutions

funds

= Fund balances

* Funds with negative
balances




Nonprofit Financial
Management Capability

Best practices In
preparing Institutional
Audit



Nonprofit Financial
Management Capability

Challenges/ Issues in Preparing institutional
Financial Statements

Group 1: Group 2: Group 3: Share Group 4: Classificatioeroup 5: Accounting
Accounting for Expenses & Costs of Expenses Basis: Modified Cash
Incoming Resources Liabilities, Basis & Fund
Fundraising Accounting
Costs

Best practices in preparing Institutional
Audit
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