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Globally, the accounting for non-profit organizations (NPOs) has become an interesting topic considering that it is different from commercial accounting. Though commercial accounting is profit focused, nonprofit accounting is money focused because the expenditures of the NPOs must be covered by the revenues which are usually financed either by donations or grants and not the market transactions. The main objective of the NPOs is not tailored towards the generation of profits for the shareholders or partners but is rather specifically intended to provide services that seek to benefit the public (Sedatole et al., 2015). Therefore, there are important developments that have taken place to improve the financial reporting processes in nonprofit accounting for the NPOs. These developments in nonprofit accounting are guided by the generally accepted accounting principles (GAAP) in nine different areas relevant to the NPOs as discussed below.

Cash Flow Thinking


Bryce (2017) reports that sash flow thinking is a significant development in nonprofit accounting as it provides the NPOs with the incentives to provide services where there is a market failure. Considering that businesses are created by the markets while the NPOs are created by the market failures, cash flow thinking enables the NPOs to operate as the “bridge of balance.” In any government, the NPOs operate as the third parties seeking to solve the ignored problems or services that are critically needed by the population and their lack can have an adverse impact not only on health but also economic growth. Therefore, the NPOs focus on filling the gap in service provision so as to advocate for equal development and distribution of resources in a county. Owing to the important role played by the NPOs in the growth of any economy, many governments worldwide, though not all, have now exempted the NPOs from taxation so as empower them and create a favorable environment of operation that can allow them to expand their contribution on matters of public benefits. Based on the situation that the NPOs only raise money from the contributions, pledges, and grants made by donors and the money raised must be used with restrictions for the purposes of social and economic benefits, they do not have any great flexibility to use their money in making profits. Therefore, unlike the commercial organizations which can invest their money in selling equities in the forms of venture arrangements, bonds, and stocks and consequently distribute their earnings to the investors, the fiscal cycle for the NPOs is mainly about cash flow. As a result, cash flow thinking is a unique development that is being emphasized for the NPOs (Moehrle et al., 2015).     

Budgetary Control


As argued by Burks (2015), in nonprofit accounting, all NPOs are currently required to have budgetary controls. Budgetary controls enable the NPOs to create forward financial plans for prescribed periods, usually expressed in financial terms, as a regulative measure against which the actual performance is monitored. Since the NPOs must not only plan but also control their financial activities and expenditures to survive, the budgetary control in an important development in enabling the NPOs provide more efficient services both in the short-run and long-run. Moehrle et al. (2015) further support that the budgetary control also assists the NPOs to acquire a huge base of financial support from donors in the sense that some contributors often request for the general plan of operating budgets prior to making their contributions and special project budgets when there are restrictions on the funds. Hence, the NPOs are mandated with the responsibility of showing the funders how the contributions to be made for the intended projects will be used and managed during the implementation of the budgeted programmes, and budgetary control provides the NPOs with the best avenue of realizing this goal.     

Cash versus Accrual Basis Accounting

Cash basis accounting is a development in nonprofit accounting where incomes are recorded when received or deposited and expenses are recorded when paid. Accrual basis accounting is a system where incomes are recorded when earned and expenses are recorded when they are incurred. NPOs are required to follow an additional rule of the Financial Accounting Standards (FAS 116) in their cash and accrual accounting methods since their incomes consist of the contributes such as contributions and grants. The NPOs use the cash, accrual, or a combination of both cash and accrual accounting systems at the end of the accounting period to report their financial and economic activities (Moehrle et al., 2015). However, the use of the cash, accrual, or a combination of both can either take place conditionally or unconditionally. Conditional financial reporting occurs when the NPOs receive restricted support and the NPOs have the fiduciary duty to abide by the wishes and demands of the donors by providing accounting reports on how the funds were spent to satisfy the defined purpose. The unconditional reporting only requires the NPOs to record the donations and grants received an income in their respective cash and accrual accounts for the purposes of accountability and legal enforceability (Zietlow et al., 2018). 
Money Status vs Money Result Accounting

Money status accounting is in an auditing development on nonprofit accounting which indicates the financial position of the NPOs at the end every financial year on annual basis (Garven, Beck, & Parsons, 2017). Money results accounting is prepared by the NPOs to report the expenditures and revenues for a given financial period, mostly 1 year. Money status accounts are divided into three main sections current assets, short-term debts, and working capital (the difference between current assets and short-term debts). Money result accounting records are divided into three main categories of operating, investing, and financing activities. Garven, Beck, & Parsons (2017) explain that the amount of money spent on these activities are then subtracted from the revenues received for a particular financial year, and the balance is treated as the money result.    

Fund Accounting


According to Sedatole et al. (2015), fund accounting is the process where the resources to be used in different functions are classified for the reporting and accounting purposes in regards to the various funds that are established in accordance to their nature and planned use. In fund accounting, the NPOs are required to prepare and maintain separate assets, net assets, liabilities, expenses, and income accounts for each fund in this category so that they can be tracked from other funds. However, not all NPOs prepare such accounts to maintain and track the fund accounts, some of them often create cost center accounts and prepare programme-wise, country-wise, donor-wise, and expenditure statements to meet the donor agencies’ requirements or statutory provisions under Fair Credit Reporting Act guiding the preparation and reporting practices of fund accounting. Fund accounting is used by the NPOs when they are tracking more than their operating funds such as capital campaign fund, endowment fund, designated funds, restricted funds, unrestricted funds as part of their financial reporting (Moehrle et al., 2015).                  

Treatment of Fixed Assets


Fixed assets and their associated cost of depreciation are presented in the cash flow, balance sheet, and financial activities statements of the NPOs for the year ended in a given financial period. The assets are recorded by the NPOs at their respective costs of acquisition. The depreciation on the fixed assets is accounted for on a straight-line basis for the period of their economic life usefulness. NPOs use either the capitalization or immediate write-off approaches to determine the value of fixed assets and depreciation. In the immediate write-off approach, the assets are written off at the same price at which they were purchased and the value recorded in the financial activities statement. In the capitalization approach, the NPOs capitalize and record the full cost of the assets in the balance sheet to depreciate. The NPOs prepare their cash flow statements on fixed assets and depreciation in an indirect way where the depreciation charge is adjusted as a demonstration of the deferred net income resources (Hall & Millo, 2018).         
Treatment of Pledges, Grants, and Contributions


The pledges, grants, and contributions are used by the NPOs for the specific objective intended to offer compensation for specific revenues and expenses. The NPOs are regulated with FAS-12 when accounting for the grants, pledges, and contributions. The NPOs are required to report the pledges, grants, and contributions as “other incomes” on a basis that is systematic in nature and record them in the profit and loss account over the period of every financial year to ensure that they match with specific expenses that have been intended for compensation. Both in the cases where the pledges, grants, and contributions are made and provided by the donors with or without any restrictions, the NPOs are still required to just record them as “incomes” in the respective years when they were received. The NPOs are also required to account for services contributed by the volunteers towards helping them deliver on their programmes. The voluntary services should be associated with some economic rewards as an appreciation of the voluntary efforts provide and report them as labor costs in the financial statements (Booth, 2018).  

Investment Accounting


Hall & Millo (2018) report that today, the NPOs are not permitted to channel their any of their funds towards the investments in equity (common stock) of any company or business entity. However, the NPOs are only allowed to invest their investment incomes in the fixed-income securities. The NPOs are required to report the incomes realized from such investments either on the accrual or receipt basis in compliance with the accounting system being followed. The NPOs are guided to recognize these incomes as their revenues but should only be used for the specifically defined purposes. These incomes are often used by the NPOs on the investments of the restricted endowment funds. However, in some cases, the NPOs are also provided with the liberty to use these incomes on the programmes that might have some financial deficits. These NPOs report the use of the investment incomes by accounting for them and specifying the details and amount spent for the activities where the funds were channelled in their respective profit and loss statements or the expenditure and receipt statements (Hall & Millo, 2018).  
Functional Reporting of Expenses

The NPOs conduct the functional reporting of their expenses using the profit and loss and balance sheet statements. Though there are always variations in the formats and contents of these two financial statements for different NPOs, they often serve the same purpose. These financial statements are prepared by the NPOs to meet the statutory requirements formulated by different government institutions as well as to adhere to the restrictions established by the donor agencies in regulating and accounting for the financial resources contributed. The donations and contributions provide a pool of resources and capital that can be used by the NPOs for different purposes, but every expenditure must be accounted for and reported in the financial statement. for instance, for the cases of NPOs receiving foreign grants and contributions and having multiple donors, they are required to prepare about 35-40 balance sheet and profit and loss statements from the same books of accounts when reporting their expenses (Järvinen, 2016).    
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