SPCS Form 5

Principles of Accounts


Income and Expenditure Account – Part I

25.1 Non-trading organization

Non-trading organizations are not business-oriented organizations.  Examples of such organizations are clubs and associations.  They are formed to provide services or benefits for their members.  Although these organizations are not primarily engaged in trading activities externally, they may sometimes carry out activities for their members on a profitable basis.  Any profits made, however, are normally not distributed among members but retained for development of the organizations.

25.2 Source of income

Common sources of income of a non-profit trading organization include:

(a) Entrance fees payable by members upon joining the organization

(b) Subscription / annual fees payable by members to the organization

(c) Donations from members or non-members

(d) Rental income from premises let out

(e) Trading profits from bar or restaurant operations

(f) Receipts from fund-raising activities

25.3 Expense items

Common expenses of a non-profit trading organization include:

(a) Rent and rates for the organization’s premises

(b) Staff salaries and wages

(c) Maintenance cost of the premises, equipment and other facilities of the organization

(d) Other running expenses such as stationery, printing and insurance

(e) Expenses for fund-raising activities

25.4 Receipts and payments

A Receipts and Payments account is a summary of the cashbook (of a profit-making organization) recording the actual cash and cheques received and paid.  The receipts side of the account contains all the details shown on the debit side of the cash book, while the payments side contains all the details shown on the credit side of the cash book for the period specified.

ABC Club

Receipts and Payments account for the year ended 31 December 2007

	
	
	$
	
	$

	Receipts
	
	
	Payments
	

	Balance as at 1 Jan. 2007
	
	12,600
	Rent and rates
	60,000

	(Opening balance)
	
	
	Salaries and wages
	46,000

	Entrance fees
	
	30,000
	Equipment repairs
	7,200

	Subscription fees
	
	78,000
	Electricity & water supply
	13,300

	Donations
	
	40,000
	General expenses
	3,900

	Sales of refreshments
	
	11,280
	Sport’s stadium expenses 
	6,800

	
	
	
	Committee expenses
	5,200

	
	
	
	Purchases of refreshments
	3,300

	
	
	
	Balance as at Dec. 31, 2007
	26,180

	
	
	
	(Closing balance)
	

	
	
	
	
	

	
	
	171,880
	
	171,880

	
	
	
	
	


25.5 Final accounts of non-trading organizations

Bar Trading Account

Sometimes a non-profit making organization may carry out activities in order to make a profit.  Examples include running a bar, serving refreshments inside the club or organization and fund-raising activities.  A Bar Trading account (similar to the Trading account in trading organizations) is prepared not to make a profit, but to support the main purpose of the organization.  Any profit or loss resulting from these activities would be transferred to the income and expenditure account in order to work out the overall surplus or deficit for the organization.

Format of Bar Trading Account

ABC Club

Bar Trading account for the year ended 31 December 2007

	
	
	$
	
	$

	Opening stock
	
	500
	Sales / Bar takings <Note 1>
	3,300

	Add: Bar purchases <Note 2>
	
	700
	
	

	
	
	1,200
	
	

	Less: Closing stock
	
	300
	
	

	Cost of goods sold
	
	900
	
	

	Gross profit c/d
	
	2,400
	
	

	
	
	3,300
	
	3,300

	
	
	
	
	

	Less: Bar wages <Note 3>
	700
	
	Gross profit b/d
	2,400

	          Bar expenses <Note 3>
	350
	
	
	

	          Insurance
	238
	1,288
	
	

	Bar profit
	
	1,112
	
	

	
	
	2,400
	
	2,400

	
	
	
	
	


<Note 1> Sales / bar takings figure given in the credit side of receipts and payments account may not be the actual sales figure for the year.  A ‘Total Debtors account’ may be opened.  The 4 main items in the Total Debtors account include:

	Total Debtors account

	
	$
	
	$

	Opening balance
	X
	Cash received
	X

	Sales (for the year)
	X
	Closing balance
	X

	
	XX
	
	XX

	
	
	
	


<Note 2> The same concept applies to the purchases figure in the Bar Trading account.  A ‘Total Creditors account’ may need to be opened.

<Note 3> If the wages and expenses are incurred for the bar, they should be included in the bar trading account.

25.6 Income and expenditure account

Generally speaking, the Income and Expenditure account is prepared in the same way as a Profit and Loss account for a trading organization.  The income is mainly derived from subscriptions and donations received from members.  Expenditure, on the other hand, includes operating expenses (administration) like stationery, salaries, depreciation, etc.  

Format of Income and Expenditure account

ABC Club

Income and Expenditure account for the year ended 31 December 2007

	Expenditure
	
	$
	Income
	$

	Rent and rates
	
	60,000
	Bar profit
	1,112

	Salaries & wages
	
	46,000
	Entrance fees
	30,000

	Equipment repairs
	
	7,200
	Donations
	40,000

	Electricity & water supply
	
	13,300
	Subscriptions
	78,000

	General expenses
	
	3,900
	Profit from refreshment trading
	

	Sport’s stadium expenses
	
	6,800
	($1,1280 - $3,300)
	7,980

	Committee expenses
	
	5,200
	
	

	
	
	
	
	

	Surplus *
	
	14,692
	
	

	
	
	157,092
	
	157,092

	
	
	
	
	


* Income > Expenditure = Surplus (Net profit in a profit-making organization)

* Income < Expenditure = Deficit (Net loss in a profit-making organization)

Examination notes

1. Capital expenditure and capital receipts – No entry to income and expenditure account

As the major source of accounting information for a club is the Receipts and Payments Account, most questions start with a summary of this account and ask candidates to prepare the Final Accounts.  Using the Receipts and Payments Account to prepare the Income and Expenditure Account, please remember not to include Capital Expenditure items such as ‘purchase of motor van’ and Capital Receipt such as ‘sale of club premises.’

2. Remember the bar profit obtained in bar trading account

Since the Bar Trading Account and Income and Expenditure Account will be prepared separately, please remember to copy the Bar Profit from the Bar Trading Account to the Income and Expenditure Account.

25.7 Balance sheet

In a non-profit making organization, the Balance Sheet is prepared in the same way as in a profit-making organization.  This remains to be a record of the organization’s assets, liabilities and capital.

ABC Club

Balance Sheet

as at 31 December 2007

	Fixed Assets
	$
	$
	Accumulated Fund *
	$

	Motor van
	72,000
	
	Opening balance (1 Jan. 2007)
	76,608

	Less: provision for depreciation
	6,500
	65,500
	Add: Surplus
	14,692

	
	
	
	
	91,300

	Club equipment
	60,000
	
	
	

	Less: provision for depreciation
	4,700
	55,300
	Current Liabilities
	

	
	
	120,800
	Creditors for bar supplies
	8,400

	
	
	
	Subscription prepaid
	32,000

	Current Assets
	
	
	Accrued expenses
	740

	Bar stock
	3,000
	
	
	

	Subscription owing
	8,000
	
	
	

	Prepaid expenses
	640
	1,1640
	
	

	
	
	132,440
	
	132,440

	
	
	
	
	

	
	
	
	
	


* A non-profit making organization would have an accumulated fund.  It is the same as the capital for a profit-making organization.  Any surplus for the period is added to the accumulated fund while any deficit is deducted from it.

Accumulate fund, being the same as the capital, is therefore, the difference between assets and liabilities.

Assets – Liabilities = Accumulated Fund

Examination notes (about balance sheet)

1.   Opening and closing balance of receipts and payments account

The opening balance of the Receipts and Payments Account serves no purpose for the year-end Balance Sheet (i.e. no need to enter in the Balance Sheet).

The closing balance of Receipts and Payments Account should be entered in the Balance Sheet as Current Assets if it has a debit balance and Current Liabilities if it has a credit balance (i.e. Bank overdraft)

25.8 Adjustments to Subscriptions

The Subscriptions Account shown in the Trail Balance may include:
1. Subscriptions received in advance
2. Subscriptions in arrears last year but received this year.

These items need to be adjusted.  Besides, part of the subscriptions received this year may be in arrears, or received in advance last year.  These also need to be adjusted for ascertaining the subscriptions earned for the year.

Exercise1

Receipts and Payments account (31/12/2003)

Subscriptions



$123,000

Additional Notes:







31/12/2002



31/12/2003






$




$

Subscription owing




7,000




18,900

Subscription in advance
  


4,000




  8,900

	Subscriptions account

	
	$
	
	$

	2003 
	
	2003
	

	Jan. 1    In arrears b/d 
	7,000
	Jan. 1    In advance b/d
	4,000

	Dec. 31 Income and expenditure a/c
	19,300
	Dec. 31 Bank
	12,300

	              In advance c/d
	8,900
	              In arrears c/d
	18,900

	
	35,200
	
	35,200

	
	
	
	


	Income and Expenditure account

for the year ended 31 Dec. 2003 (extract)

	
	$
	Income
	$

	
	
	Subscriptions
	19,300

	
	
	
	


	Balance Sheet

as at 31 Dec. 2003 (extract)

	Current assets
	$
	Current liabilities
	$

	Subscriptions in arrears
	18,900
	Subscription in advance
	8,900

	
	
	
	


Exercise 2

Receipts and Payments account (31/12/2003)

Subscriptions Received:


$

    2002




1,000

    2003




5,500

    2004




2,000

Additional Notes:

1. Subscriptions owing for 31 Dec. 2003 amounted to $800 and owing for 31 Dec. 2002 amounted to $1,000.

2. Subscriptions prepaid for 1 Jan. 2004 amounted to $2,000

	Subscriptions account

	
	$
	
	$

	In arrears b/d
	1,000
	Bank
	8,500

	Income and expenditure account
	6,300
	
	

	In advance c/d
	2,000
	In arrears c/d
	800

	
	8,500
	
	8,500

	
	
	
	


Exercise 3

Balance Sheet (extract) as at 31 Dec. 2002
Subscriptions in arrears

$1,000

Subscriptions in advance

$2,000

Receipts and Payments (31 Dec. 2003)

Subscriptions


$

$

     2002

      

800

     2003

   

5,500

     2004

   

3,000

9,300
Subscriptions owing for the year 2003 amounted to $500.

It’s the policy of the association to write off annual subscription due for one year or more.
	Subscriptions account

	
	$
	
	$

	In arrears b/d
	1,000
	In advance b/d
	2,000

	Income and expenditure account
	8,000
	Subscription written off ($1,000 - $800)
	200

	In advance c/d
	3,000
	Bank
	9,300

	
	
	In arrears c/d
	500

	
	12,000
	
	12,000

	
	
	
	


	Debtors

	
	$
	
	$

	Sales
	1,000
	Bank
	800

	
	
	Bad debts
	200

	
	1,000
	
	1,000

	
	
	
	


* Subscription written off is very similar to the bad debts account in profit-making organizations.

Exercise 4

Balance sheet (extract) as at 31 December 2002
Subscriptions in arrears







$20,000

Receipts and Payments account (31 December 20003)

Subscriptions


$


2002

  
  17,500

2003


145,000

2004


    3,000

165,500

Notes:

(1) The club had 500 members, each expected to pay a subscription fee of $300.

(2) It’s the club’s policy to write off subscriptions due more than one year.

	Subscriptions account

	
	$
	
	$

	In arrears b/d
	20,000
	Bank
	165,500

	Income and expenditure account
	
	Subscription written off 
	

	($300 x 500 members)
	$150,000
	($20,000 - $17,500)
	2,500

	In advance c/d
	3,000
	In arrears c/d
	

	
	
	($150,000 - $145,000)
	5,000

	
	173,000
	
	173,000

	
	
	
	


Exercise 5

Balance Sheet (extract) as at 31 December 2002
Subscriptions in arrears







$50,000

Subscriptions in advance







$4,000

Receipts and Payments account (31 December 2003)

Subscriptions:

2002

  48,000

2003

120,000

   
2004

    5,000

173,000

Notes:

(1) The club had 1,000 members, each expected to pay a subscription fee of $150.

(2) It’s the club’s policy to write off subscriptions due more than one year.

	Subscriptions account

	
	$
	
	$

	In arrears b/d
	50,000
	In advance b/d
	4,000

	Income and expenditure account
	
	Bank
	173,000

	($150 x 1,000 members)
	150,000
	Subscription written off
	

	In advance c/d
	5,000
	($50,000 - $48,000)
	2,000

	
	
	In arrears c/d
	

	
	
	($150 x 1,000) - $12,000 - $4,000 
	26,000

	
	205,000
	
	205,000

	
	
	
	


Exercise 6 – Bar sales with mark-up given

Balance Sheet (extract) as at 31 December 2002












Stock of bar supplies


$13,000

Bar debtors



$10,400

Bar purchases for the year was $15,900

Notes:

1. Stock of bar supplies at 31 December 2003 was $8,700.

2. The mark-up policy of the club is 60% on cost.  All purchases are on cash basis but sales includes both cash and credit sales.

3. Debtors at 31 December 2003 amounted to $4,500.

Find the amount of sales and hence the cash received from debtors.

	Bar Trading Account

for the year ended 31 Dec. 2003

	
	$
	
	$

	Opening stock
	13,000
	Sales
	32,320

	Add: Bar purchases
	15,900
	[$202,000 x (1 + 60%)]
	

	
	28,900
	
	

	Less: Closing stock
	8,700
	
	

	Cost of goods sold
	20,200
	
	

	Gross profit c/d
	12,120
	
	

	
	32,320
	
	32,320

	
	
	
	


	Total Debtors Account

	 
	$
	 
	$

	Balance b/d
	10,400
	Cash received / Bank
	38,220

	Sales
	32,320
	Balance c/d
	4,500

	
	42,720
	
	42,720

	
	 
	
	


Exercise 7 – Calculation of bar purchase and bar sales

Balance Sheet (extract) as at 31 December 2002
Bar debtors



$5,600

Amount owed to bar supplies


$2,800

Receipts and Payments account (extract)

for the year ended 31 December 2003





         $






         $

Bar takings



45,200
       Payments to bar supplies


21,000







       Bar purchases


  
  6,500

Notes:

1. Bar creditors and bar debtors at 31 December 2003 amounted to $3,500 and $6,400 respectively.

Bar sales:

	Total Debtors Account

	 
	$
	 
	$

	Balance b/d
	5,600
	Cash received / Bank
	45,200

	Bar sales
	46,000
	Balance c/d
	6,400

	
	51,600
	
	51,600

	
	 
	
	


Bar purchases:

	Total Creditors Account

	 
	$
	 
	$

	Bank
	21,000
	Balance b/d
	2,800

	Balance c/d
	3,500
	Bar purchases
	21,700

	
	24,500
	
	24,500

	
	 
	
	


Exercise A

The treasurer of the International Club submitted the following Receipts and Payments account to club members covering the year to 31 December 2002:

	Receipts and Payments Account

for the year ended 31 December 2002

	
	$
	
	
	$

	Balance (1 Jan. 2002)
	32,000
	Insurance
	
	2,800

	Subscriptions
	45,000
	Secretary’s expenses
	
	5,100

	Bar takings
	28,000
	Administration expenses
	
	6,200

	Sales of Dance tickets
	18,800
	Payment for bar supplies
	
	10,100

	
	
	Hire of hall and band
	
	6,000

	
	
	Wages of bar staff
	
	2,700

	
	
	Lighting and heating
	
	5,000

	
	
	Purchases of sports equipment
	
	5,000

	
	
	Balance (31 Dec. 2002)
	
	80,900

	
	123,800
	
	
	123,800

	
	
	
	
	


NOTES:









31/12/2001

31/12/2002








$


$

Stock of refreshment




12,000


13,000

Subscriptions due



 
     
     600


  1,700

Subscriptions in advance



     
     500


     800

Sports equipment





25,000


To be calculated

Administration expenses outstanding


     
     N/A


     400

Lighting & Heating prepaid



    
     N/A 


  1,000

Creditors for Bar Supplies




13,000


  8,200

* The club depreciate the sports equipment at the rate of 10%.

* Of the lighting & heating, one quarter will be regarded as bar expenses.

Required:

Prepare the Bar Trading account, Income & Expenditure account and the Balance Sheet for the year ended 31 Dec. 2002.
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