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NON-GOVERNMENTAL ORGANIZATIONS
IN THE FACE OF A DILEMMA: ACCOUNTING
BOOKS VERSUS SIMPLIFIED RECORD
OF REVENUES AND COSTS

According to the latest report of the Central Stiati Office’, about 91.8 thousand non-
governmental organizations operate actively in Raldt is estimated that more than half of
them are faced with the dilemma of applying sinigtifrecord of revenues and costs as an
alternative to accounting books. Therefore, theopse of this paper is a benefit and cost
analysis of both these forms of accounting recovdty particular regard to objective
premises determining the purposefulness of thepliaation. To achieve this goal the
following hypothesis was adopted: internal deteanis of the NGO determine the choice of
the form of accounting records. The analysis shitnat the greatest benefits resulting from
the application of simplified records of revenuesl a&osts will be related to small non-
governmental organizations, focused primarily om fimplementation of local social
initiatives and whose main source of funding arentmership fees and donations. In turn,
those entities, whose aspirations extend beyondl Iowarkets, characterized by a large
diversification of financing sources and high growyebtential, should decide on maintaining
accounting books.

The author applied the following research methditirature studies, the analysis of legal
acts as well as induction and synthesis methods$ inshe formulation of conclusions.
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1. INTRODUCTION

Non-governmental organizations are local, nationaiternational associations of citizens,
which are not part of governmental structures ahdse activity is not profit-orientédThey
are aimed at serving, above all, public interestising on supporting and/or acting with the
intention to achieve social, political or econowijectivé. They are characterized by a formal
character, structural independence from public aaitiss, non-commercial nature, self-
governance and voluntary member&higon-governmental organizations, similarly to othe
legal persons in Poland, are governed by the pomg®f the Accounting Act. However, some
of them can resign from keeping accounting bookasviaur of the simplified records of revenue
and costs dedicated to those entities. It is ettoirthat even a half of the third sector (about 50
thousand non-governmental organizations) facedemulia of whether to keep simplified
records of revenue and costs or not.

The aim of the article is to analyze benefits aosts resulting from keeping accounting
books and simplified record of revenues and cgst®h-governmental organizations in Poland,
with particular consideration given to objectivemises deciding about the purpose of their
application. Realization of such an objective regplithe formulation of research hypothesis as
follows: internal conditions of a non-governmentegianization determine the choice of the
form of accounting records. The author applied foilewing research methods: literature
studies, the analysis of legal acts as well asciwlu and synthesis methods used in the
formulation of conclusions.

2. NON-GOVERNMENTAL ORGANIZATIONS IN PUBLIC STATIST ICS’

The primary legal act regulating the rules of fiorihg of non-governmental organizations
in Poland is the Act on public benefit activity araluntary work from 2003 Pursuant to art.
3(2) of this act, a non-governmental organizat®ra ilegal person or a unit with no legal
personality, which is a non-profit unit outside theblic finance sector, whose legal capacity is
regulated by a separate act and which is establghthe basis of the legal provisions, including
foundations and associations. According to thestiateport of the Central Statistical Office,
about 91.8 thousand non-governmental organizatipesated actively in Poland in 2016. They
all brought together 9.1 million members and emgib¥38.4 thousand employees (counted on
a full-time equivalent basis). Most of them wergoinved in sport, tourism, recreation and
hobby.

Detailed structure of active non-governmental oigations in Poland taking into
account their legal form is presented in figure 1.

4 J. RydzkowskiStownik Organizacji Narodéw Zjednoczonych [Dictionafithe United Nationg]
Warszawa 2000, p. 51.

5 D. Mora, Organizacje pozaggowe — fundament spotedséwa obywatelskiego [Non-governmen-
tal organizations — the foundation of civil socieroctaw 2012, p. 16.

6 E. Les, Leksykon polityki spotecznej [Social policy lexigoed. B. Rysz-Kowalczyk, Warszawa
2001, p.104.

7 Based on the CSO 201The activities of associations and similar soci@anizations...

8 The Act of 24 April 2003 on public benefit and vetaer work (Journal of Laws 2016, item 239
as amended).
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Fig. 1. The structure of active non-governmentgbaizations in Poland in 2016
Source: author's own elaboration based on the & &t#tistical Office 2017, p. 1.

It is estimated that in 2016 even 76% non-goverrtahenganizations generated the annual
revenues below 100 thousand PLN, 19% had resofimeas100 thousand PLN to 1 million
PLN, and only 5% entities under study had reveoumes1 million PLN. It is worth underlying
that non-governmental organizations conductingrimssi activity constituted only 9% of all
entities under study.

The detailed structure of revenues of non-govertahenganizations in Poland in 2016 is
presented in fig. 2.
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Fig. 2. The structure of revenues of non-governaie@rganizations in Poland in 2016
Source: author's own elaboration based on CSO p087,

A specific form of functioning of non-governmentmbanizations in Poland is the status
of a public benefit organization. A non-governmémaanization can be recognized as
a public benefit organization if it complies witpexific requirements. They are among
others$:

1) conducting statutory activity for the sake of thgole community or a defined group of
entities on the condition that this group is seldan account of its particularly difficult
living or financial situation in relation to thesteof the society;

2) conducting economic activities only as additiongtivities in relation to the public
benefit activity and allocating the entire incomethie activities mentioned in point 1;

9 The Act of 24 April 2003 on public benefit and volunteer work..., art. 20 item.
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3) having a statutory collegiate institution of moriitg or supervision that is separate from
the management board and not supervised by thegeraeat board as far as internal
monitoring and supervision are concerned.

4) having relevant provisions in the statute requingthe law.

In 2017, 8.8 thousand non-governmental organizsitigere entitled to receive 1% of the
personal income tax. It means that only one imtarngovernmental organization in Poland had
the status of a public benefit organization.

In conclusion, it is worth emphasizing that in 20h6st non-governmental organizations
conducted activities mainly locally and regiondB6% and 37% respectively) and operated
only on the basis of social work (61%). The shdrentities, which operated in the whole
country amounted to 21%, whereas there was onlgfa¥e entities of international character.
25% of organizations declared employment on thés lsd<civil-law contracts, whereas only
14% declared entering into employment relationship.

3. ACCOUNTING BOOKS AS A BASIS OF THE ACCOUNTING RE CORDS
IN NON-GOVERNMENTAL ORGANIZATIONS

The fundamental legal act regulating the rules aintaining accounting books in
Poland is the Accounting A¢t Its provisions are of general character as tieéate to all
entities obliged to comply with them, including rgovernmental organizations. It is worth
noting that in the literature the interest in tieue of accounting in the third sector is
relatively low. The issue of accounting in non-gowaental organizations is addressed,
among others, by Spiro 2082Agyemang et al. 2012 Czubakowska, Winiarska 205
Supera-Markowska 2014 Nawrocki 2017 and other authts

The accounting of non-governmental organizatigisiilarly as in other business
entities, shall include among oth¥rs

1) the adopted accounting principles (policies);

2) keeping, based on the accounting documents, theshmfaaccounts which record the

entries of the events in a chronological and systiermanner;

3) a periodic determination or verification, througtstacktaking, of actual balances of

assets, liabilities and equity;

4) measurement of assets, liabilities and equity determination of financial result;

5) preparation of financial statements.

10 The Act of 29 September 1994 on Account{dgurnal of Laws 2018, item 395 as amended, art. 2
item 1 p. 1).

11 p.J. Spiro,Accounting for NGQsChicago Journal of International Law, Vol. 3/2008. 1,
p. 161-169.

12 G. Agyemang, B. O'Dwyer, J. Unerman, M. Awumbilae nature of knowledge sharing in NGO
accounting and accountability processkendon 2012.

13 K. Czubakowska, K. WiniarskaRachunkow&’ jednostek nieprowadeych dziatalneci
gospodarczejThe accounts of entities not engaged in businessgtaes], Warszawa 2015.

14 M. Supera-MarkowskaRachunkow&* organizacji pozargdowych [The accounts of non-go-
vernmental organizationsWarszawa 2014.

15 W. Nawrocki, Rachunkow&* fundacji i stowarzysze [The accounts of foundations and
associations]ODDK, Gdaisk 2017.

16 The Act of 29 September 1994 on Accounting...,4ritem 3.
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The first from the enumerated elements is the amopf accounting principles (policies).
In the case of non-governmental organizations,ctiveect preparation of this document is
particularly important as it provides true and fagw of the financial situation of the entity,
irespective of the nature of its activities, seato the specific organizational structtire
Another elements of the accounting system incliédeping accounting books, stocktaking,
measurement of assets and liabilities as well srdanation of financial result. In this scope,
obligations imposed on non-governmental organirat@re not, as a rule, different from the
requirements set on other business entities. Haé froduct of the accounting system is the
financial statement. Since 2017, non-governmemggrizations have been obliged to prepare
financial statements in accordance with annex theoAccounting Act. It shall include the
balance sheet, the profit and loss account asag@lbtes. It is worth emphasizing that the three-
element model of the financial statement appliealltmon-governmental organizations, and
even those, which fulfill quantitative criteria sgfied in art. 64 of the Accounting Act and are
subject to examination by the auditor. At the séime, non-governmental organizations can
present financial statement in more detail, e.@ctordance with annex 1, if they prefer this
manner.

Table 1. Benefits and costs resulting from adopéinogounting books as a fundamental records in
non-governmental organizations

Accounting books

Benefits Costs

¢ access to true and fair information confirms the necessity to bear costs related, among
the transparency of realized tasks; others, to the purchase of the financial and

» enhancing the image of the organization as accounting programme and staff emplpy-
a partner to social tasks and an expert in ment;
a given field, e time-consuming activities resulting from

« facilitated control and financial supervision;  many statutory obligations, e.g. preparatjon

« easy application and settlement of grants, of the financial statement, conducting
projects, subsidies; a stocktaking;

+ the possibility of using the accounting system frequent changes in the rules of law;
as a competitive advantage in the fundraiging risk of fraud.
process.

Source: author's own elaboration.

Such an extensive scope of responsibilities resutte fact that keeping accounting books
allows the access to true and fair informationthe case of the third sector entities, the
information function of accounting is particulaifgportant as it confirms the transparency of
realized tasks. Control function is equally essélats, on the one hand, it facilitates financial
supervision, on the other hand, however, it regg#erthe conviction that non-governmental
organizations manage their resources fairly andoregbly. Moreover, it is easier for non-
governmental organizations, which decide to keepwating books, to settle grants, projects

17 B. SadowskaModelowanie polityki rachunkowoi Paristwowego Gospodarstwa drego Lasy
Paistwowe[w] Dylematy i perspektywy rozwoju finanséw i rachunkmivfModelling of the
accounting policy in the State Forest National Foidslding[in] Dilemmas and perspectives for
the development of finance and accountiegl, P. Szczypa, A. Zimny, Konin 2017, p. 148.
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and subsidies and they can use this fact in thdrdiising process. On the other hand, however,
non-governmental organizations, which keep accogtiboks, face the necessity to bear some
costs. These costs are related, among other® futbhase and actualization of financial and
accounting systems as well as employment and/frtistaing. What is more, on account of
frequent changes in the rules of law, keeping atouy books is fairly complicated and time
consuming. Another disadvantage is also the rigiaofl.

Table 1 presents a synthetic summary of benefits @sts resulting from adopting
accounting books as a fundamental accounting re@ombn-governmental organizations.

An alternative to keeping accounting books in nomegnmental organizations is simplified
records of revenues and costs. The necessary ioontitkeep it is a formal decision of the
approving authority indicated in the statute. Tdeklof such a decision means the necessity to
apply the Accounting Act.

4. SIMPLIFIED RECORDS OF REVENUES AND COSTS
AS A FOUNDATION OF ACCOUNTING RECORDS
IN NON-GOVERNMENTAL ORGANIZATIONS

The possibility to keep simplified records of rewes and costs in non-governmental
organizations results from art. 2 item 5 of thedaetting Act. In accordance with this provision,
the possibility of resigning from keeping accougtivooks relates only to a specific group of
entities. They are non-governmental organizatiems|uding capital companies, as well as
associations of local government units, which corapth the following condition's:

1) operate in the area of public tasks;

2) do not conduct business activity within the meawifithe Act on freedom of economic

activity;

3) do not have the status of a public benefit organization;

4) generate revenues only from: non-profit making ieulidenefit activities from
membership contributions, donations, bequeststitahees, grants, subsidies, revenues
from public donations, paid public benefit activitpm sales of goodand services,
sales, hiring or leasing assets as well as from interest on cash;

5) in the year preceding the year of the choice opikeesimplified records of revenues
and costs, they generated revenues only from thiees® specified in point 4, in the
amount not exceeding 100 000 PLN.

The formal and legal requirements concerning keepimplified records of revenues and
costs are indicated in the Regulation of the Mémigif Finance from 18 December 2015. Its
provisions indicate that simplified records shdwutdkept in Polish language and currency, and
the entries should be made fairly, accuratelyplggind indelibly on the basis of true and fair
evidence. Simplified records include four elementey aré®

1) a summary of revenues and costs specified in ahteihe Regulation, which shall list
generated revenues including: non-profit-making paid public benefit activity and
other activities as well as tax deductible costsrameeductible costs;

18 The Act of 24 April 2003 on public benefit and votaer work..., art. 10a item 1.

19 Regulation of the Minister of Finance from 18 Deber 2015 on keeping simplified records of
revenues and costs by some non-governmental oegamg and associations of local government
units (Journal of Laws 2015, item 2178, § 2).
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2) a summary of cash flows specified in annex 2 toRbgulation, which fulfills control
function and aims at settling exempted income assig¢o statutory objectives or other
ones;

3) employees' payroll sheets;

4) alist of tangible and intangible assets relatetiecconducted activity.

It is worth emphasizing that non-governmental orggtions that maintain simplified record
of revenues and costs are exempted from the dbligatprepare the annual financial statement
and accounting policy. Moreover, a relatively epsycess of implementation and keeping
simplified records, not entailing organizationdfidilties, results in the fact that this form of
records is particularly attractive for new socialtiatives and those non-governmental
organizations, which face the problem of the ldafmlified financial and accounting staff. On
the other hand, however, it is a common practiesylting from using cheaper simplified
records, to make simple settlements, which resuttse fact that the amount and quality of the
presented information is highly insufficient andbjset to a high risk of error. This, in turn, may
negatively influence the image of the whole thigtter. The decision about maintaining
simplified records of revenues and costs may nigtgpoil relationships with the environment
and contribute to financial discrimination of thatiges, which use it, but also hinder financial
supervision and may result in application difficagt

A synthetic summary of benefits and costs resulingn keeping simplified records of
revenues and costs as a basis of accounting retomisn-governmental organizations is
presented in table 2.

Table 2. Benefits and costs resulting from keepingpkfied records of revenues and costs as a basis
of accounting records in non-governmental orgaiinat

Simplified records of revenues and costs

Benefits Costs

« facilitated creation of new non-governmentat reduced transparency of activities
organizations, which may affect quantitative realized by non-governmental organiza-
development of the third sector; tions;

« reduced costs of the day-to-day keeping accqunt- risk of errors;
ing books and the lack of the obligation [to deterioration of relations with the envi-
prepare the financial statement; ronment — the so-called ‘second-class

« reduction of the staff-related weaknesses of|the citizens’;
smallest non-governmental organizations —|the hampered financial supervision,
lack of qualified financial and accounting staff, « application difficulties and financial

« a relatively easy process of implementation gnd discrimination.
keeping simplified recordss a form of accounting
record.

Source: author's own elaboration.

The possibility to keep simplified records of rewes and costs takes into account the
postulates of numerous small associations and &ioams, which for years have considered the
obligation to maintain accounting books and preplatailed financial statement as one of the
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main obstacles in their activities?®. On the other hand, however, experience proves that keeping
accounting books is not only a formal requirement. They constitute a true and fair source of
information and are a ‘tool’, which shapes the image of a non-governmental organization and
confirms the transparency of its activities.

5. ACCOUNTING BOOKS OR SIMPLIFIED RECORDS OF REVENU ES
AND COSTS?

It is estimated that even a half of the third seci@. about 50 thousand non-go-
vernmental organizations, face a dilemma of whetthé&eep simplified records of revenue
and costs as an alternative for accounting bookis i due to the fact that nearly three
quarters of non-governmental organizations, whickealy operate on the market, generate
annual revenues below 100 thousand PLN, only 9%ntfies conduct business activity
and only one in ten has a status of a public beasfanization (figure 3).

thoguls,gn d +the number of active non-governmental organizations in Poland ]
24% +the percentage of non-governmental organizations which generate annual
revenues above 100 thousand PLN
006 +the percentage of non-governmental organizations conducting business
activity
10% +the percentage of non-governmental organizations with the status ofa
public benefit organization
about 50 +the estimated number of non-governmental organizations. which can
thousand keep simplified records of revenues and costs

Fig. 3. Non-governmental organizations in Polanfigares

Source: author's own elaboration based on CSO 2017.

Theoretically, the beneficiaries of simplified records of revenues and costs can be all non-
governmental organizations complying with formal requirements specified by the law. In
practice, however, there are some objective premises determining the purposefulness of their
application. They are, among others, the scope and scale of operations, the number of employees,
the kind of conducted business (paid, non-paid, economic) or sources of financing. A synthetic
summary of internal conditions determining the choice of the form of accounting records by
non-governmental organizations is presented in table 3.

The conducted analysis suggests that very small non-governmental organizations, which aim
at the implementation of local social initiatives, and whose primary source of financing are
members contributions and donations, will benefit the most from the simplified records of
revenues and costs applied as a basis of the accounting records. In turn, those entities, whose

20 H. Waniak-Michalak, Nowe wymogi dotyczqce rachunkowosci stowarzyszeh i fundacji [New
requirements concerning the accounts of associations and foundations], Accountancy No. 6/2015,
http://rachunkowosc.com.pl (access: 01.02.2018).
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aspirations go beyond local markets, charactetigecbnsiderable diversification of financial
sources and/or strong growth potential, shouldd#esn maintaining accounting books.

Table 3. Internal conditions (determinants) of theice of accounting records by non-governmental
organizations

Characteristics Form of accounting records
No of a non- simplified 4 of
" | governmental Impiitied record o Accounting books
organization revenues and costs
1. | Range of actions - rather local, - local, regipnational or international;
2. Scale of - small, focused on the- small, medium or large;
operations realization of small social
initiatives;
3. Number of - several or none, charity- from several to several dozen or morg,
employees prevails;
4. | Type of business -  primarily  non-pdid non-paid statutory activity or
statutory activity; - paid and non-paid statutory activity;
5. | Sources of - primarily  members - considerable diversification of financial
financing contributions, individua| sources, among others, grants, donatipns,
donations; public collections, sponsoring, EU funds;
6. | Financial - low, large dependence on medium or large, enhanced with the
stability members contributions; | tools used in the fundraising process;
7. Growth potential| - low or very low, - low, medn or large;
8. | Development - maintaining the status- low, medium or great, resulting among
perspectives quo. others from the cooperation with the
business, the willingness to obtain the
status of a public benefit organizatian,
starting business activity.

Source: author's own elaboration.

6. CONCLUSION

The above considerations concerning the relevafdeeping accounting books and
simplified records of revenues and costs by noregowental organizations in Poland do not
close the discussion and the efforts to find atewsiuo the dilemma indicated in the title of the
article remain inconclusive. It should be notedyéeer, that confidence in the third sector is
a great capital, whose role cannot be overestimtieduilt over the years and when lost once,
it is sometimes impossible to restore. With thigrimd, non-governmental organizations are
increasingly aware of the need to professiondlie& activities, including those in the scope of
financial and accounting services. Keeping accagntiooks may bring non-governmental
organizations a range of benefits. They are, amtimes, building social capital understood as
confidence in public institutions, improved relasbips with the environment, competitive
advantage in the fundraising process or enharleingrganizations image as a partner for social
activities.
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ORGANIZACJE POZARZ ADOWE W OBLICZU DYLEMATU:
KSIEGI RACHUNKOWE VERSUS UPROSZCZONA
EWIDENCJA PRZYCHODOW | KOSZTOW

Z najnowszego raportu Gtéwnego ldar Statystycznedd wynika, ze w Polsce aktywnie
dziata ok. 91,8 tys. organizacji pozgapwych. Szacuje si ze przed dylematem zasto-
sowania uproszczonej ewidencji przychodéw i koszjako alternatywy dla ksgg rachun-
kowych stoi nawet potowa z nich. Dlatego celem &jsiego opracowania jest analiza
korzysci i kosztow obu tych form ewidencji kgjowej, ze szczegblnym uwzghieniem
obiektywnych przestanek decydaych o celowéci ich zastosowania. Realizacja tak
postawionego celu wymagata sformutowania hipoteagawcze] o nagpujacej tréci:
wewretrzne uwarunkowania organizacji pozgdawej determinw wybdr formy ewidencji
ksicgowej. Z przeprowadzonej analizy wynika najweksze korzyci wynikajace z zasto-
sowania uproszczonej ewidencji przychoddéw i kosztiyda odnosé mate, nastawione
przede wszystkim na realizadpkalnych inicjatyw spotecznych organizacje pozdmve,
ktorych gtéwnymzrodiem finansowaniagssktadki cztonkowskie i darowizny. Z kolei te
podmioty, ktérych aspiracje ¢gjiajg poza rynki lokalne, charakteryage st duzg dywer-
syfikacjg zrodet finansowania i/lub dym potencjatem wzrostu powinny zdecyd@éwa
0 prowadzeniu kgg rachunkowych na zasadach og6lnych.

Wykorzystane metody badawcze to studia literaturcavealiza aktéw prawnych, a tak
metody indukcji i syntezyayte podczas formutowania wnioskow.

Stowa kluczowe: trzeci sektor, organizacje pozadpwe, NGO, ksigi rachunkowe,
uproszczona ewidencja przychodéw i kosztéw.
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