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An example of NPO specific 
issues
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•An inflow of resources from a non-exchange transaction,
other than services in-kind, that meets the definition of an
asset shall be recognized as an asset when, and only when:

(a) It is probable that the future economic benefits or
service potential associated with the asset will flow to the
entity; and

(b) The fair value of the asset can be measured reliably.

WHICH IFRS is this?



Summary

“Charities and other non-governmental organizations (NGOs) 

increasingly work internationally with grants from government 

funding their development and relief activities, while private 

donors and international foundations are increasingly taking 

a global approach to their work. As a result, charities and 

other NGOs face a multiplicity of international grant regimes, 

often made more complex by the lack of an agreed approach 

to financial planning and reporting.”
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Key Findings by The Consultative 
Committee of Accountancy Bodies 

(CCAB) 

The majority of survey respondents (72%) indicated that they 

thought it would be useful to have international standards for 

financial reporting by not-for-profit organizations (NPOs) –

though respondents interpreted the term ‘standards’ in 

different ways.

Many respondents, especially those involved with NPOs 

operating in developing countries, would welcome a standard 

if it could contribute to resolving the diverse and inconsistent 

demands from funders.
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Key Findings by The Consultative Committee of 
Accountancy Bodies (CCAB). Cont.….

 However, 14% were opposed to an international NPO 

standard. The strongest objections appear to come from 

countries such as the UK, which already have well 

developed frameworks for NPO accounting.

 Results indicate that there is a demand for an international 

standard for financial reporting in the not-for-profit sector.
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International Financial Reporting 
for the Not-for-profit sector

 Difficulties with definitions relating to NPO accounting issues and not-for 

profit concepts.

 If IFRS or IPSAS were used as a basis for an international financial 

reporting for NPOs, there would be a need for further standards to deal 

with NPO-specific accounting issues.

 Particular issues exist for NPO financial reporting, such as non-

exchange transactions, fund accounting issues, narrative reporting and 

the valuation of NPO-specific assets.

 Many jurisdictions across the globe are currently trying to develop 

national financial reporting standards for NPOs.
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International Financial Reporting 
for the Not-for-profit sector

THE SURVEY RESPONSES CAME FROM:

605 persons involved with NPO financial

reporting in at least 179 countries

Responses came from small community

based NPOs up to large international

NGOs

68% primarily involved with accrual

accounts, and 24% with cash-based

receipts and payments accounts

Respondents using a wide range of existing

financial reporting frameworks for the

content of NPO financial statements.
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Types of Donor Funding's we see 
in Kenya

Examples of Donors

1. Charitable Institutions i.e. Bill-Clinton

Foundation, Belinda Gates etc.

2. Government Funded Donors i.e.

USAID, UK AID,NORAD, SIDA etc.

3. Sub contracted Donors i.e. SSNC, DAI

etc.

4. Donor Agencies i.e. EU, UN bodies

etc..

5. Basket Fund Donors i.e. CDTF
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Types of Donor Funding's
Cont.…

List of countries:
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Types of Donor Funding's
Cont.…

Multi Lateral Partners:
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PSASB’s strategic direction & 
IPSAS roadmap 

The PSASB in Kenya adopted the financial reporting 

standards applicable to public sector entities as follows:

–National & County Governments –IPSAS Cash basis of 

accounting; 

–Semi Autonomous Government Agencies (SAGAs) –IPSAS 

accrual; and 

–State Corporations (Commercial) –IFRS.

•The Standards became effective on 1st July 2014 and were 

communicated to the entities via Treasury Circular dated 1st 

July 2014 and subsequently gazette notice 5440 on 1st 

August 2014 
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PUBLIC SECTOR AT A 
GLANCE
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NPOs are defined by CCAB as 
organisations that were:

constituted on a not-for-profit basis;

self-governing; and

established for public benefit.
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The confusion in Kenya

 IFRS , IFRS for SME and IPSAS are used 

infrequently, inconsistently in Kenya to determine 

the content NPO financial reports.

 What is IFRS for the public sector?

 Those involved in African NPOs being the most 

supportive to the idea of an international NPO 

standard, the most subject to reporting demands 

from funders and the most likely to use cash based 

receipts
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What is an NPO?

The term ‘not-for-profit sector’can also be referred to as the

‘third sector’, ‘community and voluntary sector’, and ‘civil

society’ . As shown in the next slide, the third sector comprises

organizations that are neither for-profit entities nor public sector

entities. NPOs exclude government entities, therefore the terms

NPO and NGO (Non-Governmental Organization) are essentially

equivalent. However, it is worth noting that some countries tend

to see NGOs as being large NPOs with funding from other

countries, as opposed to smaller community based

organizations, so the term "NGO" can suggest a certain type of

organization in certain jurisdictions.
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NPO’s compared to other sectors
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NPO’s Kenya compared to other 
sectors (cont.…)

 The term public benefit entity (PBE) which is used in the new UK 

accounting standard FRS102 – is defined therein as “An entity 

whose primary objective is to provide goods or services for the 

general public, community or social benefit and where any equity 

is provided with a view to supporting the entity’s primary 

objectives rather than with a view to providing a financial return to 

equity providers, shareholders or members”
 Charities Act 2011 [England and Wales], ss1-5. The English 

definition of charity focuses on two principles, being an 

organization which has exclusively charitable purposes and is 

established for public benefit – a charity is not a specific legal 

structure (Morgan 2013, p. 23).
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IAS and IFRS

International Accounting Standards 

(IAS) and International Financial 

Reporting Standards (IFRS) 

developed by the IASB have been 

adopted or adapted for use by publicly 

accountable firms in approximately 

120 countries.

The IASB has also published IFRS for 

Small and Medium Enterprises 

(SMEs) for use primarily by smaller 

for-profit entities 
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IPSAS

 There is now also a growing motivation amongst 

public sector/state organizations in some countries 

to adopt International Public Sector Accounting 

Standards (IPSASs), issued by the International 

Public Sector Accounting Standards Board 

(IPSASB) 

 The IPSASB is one of the standard setting boards of 

International Federation of Accountants (IFAC)5 and 

it has already issued over 30 accounting standards 

for public sector entities around the world.
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Goals and Objectives of the IASB 
and IPSASB

 The goals of the IASB and IPSASB are similar. The IASB 

seeks to “to develop a single set of high quality, 

understandable, enforceable and globally accepted IFRSs”
(IFRS Foundation, 2013). 

 The IPSASB’s objective is to “enhance the quality and 

transparency of public sector financial reporting by 

establishing high-quality accounting standards … [and] 

promote the adoption and international convergence to 

IPSASs” (IPSASB, 2013a). 

 Both the IASB and IFAC state that their work of developing 

and pronouncing internationally converged financial reporting 

standards is in the public interest.
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Differences Between Sectors – different 
impacts on financial reporting
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Differences Between Sectors – diffetrent 
impacts on financial reporting (cont….)
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Differences Between Sectors – diffetrent 
impacts on financial reporting (cont….)
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Differences Between Sectors – diffetrent 
impacts on financial reporting (cont….)
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The role of reporting and 
accountability

Due to the rapid increase in the influence of NPOs and 

their reliance on third party funding, interest into how 

they measure and manage performance has 

intensified. Such performance reporting is jurisdiction 

specific; indeed often NPOs prepare reports of 

different types and styles depending on the audience 

for that information. Further, financial reporting differs 

not only according to the potential users or audience 

for that information,
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International Standards

At present there are 2 sets of International Accounting 

Standards

IPSAS – public sector

IFRS/IAS – for profit
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A. Objectives of Financial 
Reporting

IASB states the primary 

objective of financial 

reporting is to provide 

financial information 

about the reporting 

entity that is useful to 

users in making 

decisions about 

providing resources to 

the entity
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Issues for Clearer Rules

1. There used be a dual objective of

stewardship/accountability alongside decision

usefulness

2. Discussion about the need to be forward looking and to

assess whether ‘ the entity is using resources

economically, efficiently, effectively and as intended,

and whether such use is in their interests.
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B.

Users want to make decisions about more 

than economic resources, but also social 

aims

EXAMPLE (click on the files to open)

REPORT 1 REPORT 2 REPORT 3

Bad Example (attached) Medium Example 
(attached)

Strathmore (attached)
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Challenges with IFRS.

1. IFRS does not consider non-exchange revenue 

(funds received where the donor does not expect 

to personally receive goods or services of equal 

value in return. E.g. Receipt of pledges and 

requests, donated time)

2. Reporting of restricted or conditional 

grants/contracts

3. Liabilities imposed from endowments

2/24/2017 30



Challenges with IFRS.

4. Reporting of 

fund-raising 

(harambee) 

and pledges–

some      

reports net of 

expenses + 

others gross
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Challenges with IFRS. Cont…

5. Treatment of grants paid – current period expenses or dividends from

statement of changes in equity

6. What is an asset:

• There is an assumption that accrual accounting will be required for at least

larger NPOs and therefore that assets will need to be valued and disclosed.

IFRS defines an asset as “a resource controlled by the enterprise as a result

of past events and from which future economic benefits are expected to flow

to the enterprise and ”. This focuses on the cash generating unit and the

economic benefit to be derived from assets, and is at odds to the reason for

holding assets in the not for- profit sector, as assets held by NPOs are most

likely to be held for their service potential. On the contrary, the IPSASB

recognizes the service potential of an asset proposing to define it as “a

resource, with the ability to provide an inflow of service potential or economic

benefits that an entity presently controls, and which arises from a past event”.

This would allow preparers to value an asset at a ‘value in use’ rather than

an ‘open market’ value when assets are used for a purpose other than their

best purpose. Also consider IPSAS requires the cost can be measured

reliably.2/24/2017 32



Challenges with IFRS. Cont…

Nevertheless, under IFRS such a decision creates both

disclosure and valuation problems.

Further difficulties occur with the recognition and valuation of

heritage assets in that control of assets may be shared (as for

example, if the NPO must care for a monument which is readily

accessible to the public) and the control criterion may not be met;

costs of obtaining a fair value (including impairment) may

outweigh the benefits;

valuation may not meet the underlying concepts of financial

reporting (for example

understandability, reliability, relevance).
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Challenges with IFRS. Cont…

6. Treatment of Assets (Continued). IPSAS, IFRS, IFRS SME generally require

assets to be accrued at cost.

QUESTION: Borehole by NGO given to community but community pays for the water

to the NGO in kind by looking after it? Is the borehole an asset under IFRS,

IPSAS? To the NGO or to the community? What about revenue?

QUESTION: Is Uhuru Park an asset to GoK? What type of asset it is, under IFRS,

under IPSAS? IFRS don’t mention Heritage Asset. IPSAS don’t require

measurement per IPSAS- IPSAS 17 and IPSAS 31 (Intangible). Study on Heritage

Assets still going on Dec 2016.

IPSAS bring in the concept of holding assets for the service potential e.g Kenyatta

National Hospital, KRC. IPSAS allows ‘value in use’ rather that fair value

(OMV),when assets are used for purposes other than their best purpose
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Challenges with IFRS. Cont…

QUESTION: Should KRC have impaired whole railway line or business?

 Consider treatment of impairment of CGU’s for KRC. Definition of recoverable

amount (RV) – higher of an assets or CGU FV less costs to sell and value in use

(PV of FCF + TV). IPSAS consider impairment (CV greater than RV) of non cash-

generating units. Where an asset is held for service potential don’t value by cash

flow, instead value in use (depreciated replacement cost- value of replacement to

remaining life))

7. Budget

 What's the budget – the famous NPO question

 Focus on stewardship

 IPSAS moving to disclosure of budgets. Recommended.

8. Equity/Funds

 IFRS definition of acquirer/ acquiree for merger/takeover but silent on NPO’s as

normally no defined acquirer

 Fund Accounting for NPO’s. FASB; SORP(UK) allow restricted and unrestricted

funds. IFRS is silent on fund accounting.
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Challenges with IFRS. Cont…

9. The cash question

 Can we prepare amounts on cash basis?

 80% of UK NPO’s use cash basis, however, those that fall

under SORP need to follow accrual accounting

 The proposed draft Kenya NPO Financial Reporting

Guidelines (SOFREP) require all PBO’s, regardless of size,

constitution or complexity to use accrual based accounting
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Adoption of IPSAS - Kenya

 PFM Act establishes the PSASB (Public Sector Accounting

Standards Board)

 PSASB adopts

1. National Govt. + County Govt. – IPSAS cash basis

2. Semi Autonomous Agencies – IPSAS accrual

3. State Corporation – IFRS
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Adaption of IPSAS – Kenya
Cont…

SOFREP
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Uses of IFRS for SMEs

 Although not written for NFPs, it is clear that the SME

Standard contains principles for recognition, measurement

and presentation that are relevant to the preparation of

financial statements by these entities. Since the SME

Standard requires additional disclosures when compliance

with its specific requirements are insufficient to enable users to

understand the effect of particular transactions, events and

conditions, providing additional not-for-profit specific

information forms part of compliance with the SME Standard.

Finally, the simplicity of the SME Standard lends itself to

application in this sector.
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Context, concepts and principles

 The preface to the IFRS for SMEs notes that the standard is 

developed for profit- orientated entities. Section 1 prohibits 

entities that have public accountability from using the IFRS for 

SMEs. ‘Public accountability’ is defined in terms of debt and 

equity instruments traded in a public market or banks and 

similar institutions. This definition does not include not-for-

profit organizations and consequently the IFRS for SMEs may 

be adapted for use by not-for-profits.
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Context, concepts and principles

 The IFRS for SMEs provides a robust and practical framework 

for preparing the financial statements on which not-for-profits 

can build. Not-for-profits are established for a social purpose 

but their public accountability is not to capital markets but to 

public stakeholders, normally funders, donors, financial 

supporters, service users and other beneficiaries, and, if 

applicable, to the organisation’s members. Therefore a not-

for-profit organisation should provide additional information to 

help stakeholders understand its activities and how funds have 

been used.
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Illustrative statement of financial 
position
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Illustrative statement of income 
and retained funds
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Illustrative statement of cash flow
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Trends for reporting in the 
future
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1.Increase disclosure on activities, objectives
2.Common reporting frameworks
3.UN moving to one common system and 

reporting – Harmonized Approach to cash 
Transfers

4.Different countries, different rules
5.Developments by various regulators



Trends for reporting in the 
future. Cont.….
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6.Block – chain (distributed ledger visible to all
 Future of charities and 

NPO’s?

 Tracing each chain to 

the end?

 Future of audits?

 New entities like 

BitGive – (K) project

 www.cleanworking.org

 Different types of social 

currency

http://www.cleanworking.org/


Questions - Is IFRS for SME 
better for the NPO

1. The primary purpose of the management commentary is to ensure that the 

NPO is

i. Publicly accountable

ii. A marketing section aimed to get more funds

iii. A requirement of IFRS

iv. Stating its achievements, performance and difference it has made

2. Should auditors read the commentary and what training do they need on 

technical aspects of the NPO

3. Disclsoures  required: YES or NO

i. List of grants paid out

ii. Name of the NPO’s

iii. Registration Number

iv. Directors or trustees

v. Related parties
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Questions

5. KRCS receives 10,000 bags of maize at 25.12.16. Its year  end is 

31.12.16. It held the bags in its ware house at the year end. ANS: Section 

13 IFRS SME)

i. Should it be inventory or expensed?

ii. The expiry date was 31.3.17 – should it be impaired?

6. IPSAS require details on the long term sustainability of an entity’s 

finances. What is Recommended Practice Guideline(RPG)?

i. Long term sustainability

ii. F/S analysis

iii. Performance information
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Questions

7. PPE is used to generate cash flows generally. How do you treat a 

store that distributes relief food solely for social purposes and not 

for cash flow? IFRS SME section 17.

8. 50 volunteers qualified accountants earning KES 100,000 each a 

month work voluntarily for KRCS. They are totally unpaid and do 

it for CSR. What value should KRCS accrue in its revenue? IFRS 

SME section 23 requires valuation where practical only.
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Questions
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