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Introduction

In order to carry out their activities enterprises need financial sources – both
internal and from outside. Internal sources are actually additional installments of the
owners of the enterprise. It is common to associate external sources with using short-
and long-term loans from finanical institutions. There is also another source of resources
for carrying out functional activity, namely the gratuitously acquired funds from the
government and third parties in the form of donations, financing or sponsorship. There
are considerable differences between these terms, while in practice people often accept
them as equal. That is why it is necessary to classify them appropriately in order to
make correct accounting reports and submit financial statements of companies.

The aim of this article is to clarify the lawful and economic content of donations,
sponsorship and financing by poinitng out and systematizing the basic differences
between them, as well as studying and presenting the methodology of reporting them
in accounting and disclosing them in financial reports in compliance with the currently
functioning regulatory system. The subject of this study are the gratuitous funds received
in economic enterprises and the topic is their classification, accounting reports and
presentation.

1. Economic essence and lawful characteristics of donations,
sponsorship and financing.

Donation is a voluntary act on behalf of a particular individual or legal entity
(donor) concerning his commitment to a particular cause or idea, his wish to help
suffering or disadvantaged people, his will to fulfill a moral duty. Legally donations are
regulated in the stipulations of the Act for liabilities and contracts1 (ALC, article 225-
227). According to the regulations of the Act a donation is a contract between two
parties – a donor and a donated individual, and in compliance with its terms the donor
is obliged to give for ownership to the respective party gratutitously the subject of the
contract at the moment of signing the contract. The contract for donation concerns
one party only, but in article 225 of ALC it is exceptionally stipulated that for a donation
to be functional and in order to come into effect there is required also the agreement
of the individual that is being donated. When a physical individual is in the role of the
donor, an important condition is that it has the quality of capability. Otherwise the

1 Amendment. State gazette, issue. 2 from 3.01.1950, published. SG, issue. 275 from 22.11.1950, last
ammended and changed SG, issue. 50 from 30.05.2008.
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contract is considered ineffective2. Donated can be every legal and/or physical individual
irresepctive of age.

The donation is irrevocable and the donor does not have the right to require back
the subject of the donation or a compensation for it. Of exceptional importance is also
the fact that in the contract for the donation (for the common and rewarding donations)
there cannot be included clauses about conditions which, when not filfilled, lead to the
donor cancelling the donation.

The short overview allows to formulate the conditions for a donation to be effective,
namely: there should be an agreement on behalf of the individual that is donated as a
part in the contract; the subject of the contract has to be given to the donated individual
by the donor at the moment of signing the contract; the subject of the contract is given
absolutely gratuitously and the donor cannot and does not need to expect a respective
indemnity, compensation, a particular type of behavior or lack of action on behalf of
the donated individual.

The concept sponsorship is of major importance for clarifying gratuitous deals.
Similarly to the contract for donation, in the contract for sponsorship one differentiates two
legals subjects – a sponsor and a sponsored party. Again in this case a sponsor can be a
capable physical or legal individual, and the sponsored party – every legal and/or phsyical
individual. I.e. under-age individuals cannot be sponsors, but they can be sponsored.

Under the sponsorship contract an individual (sponsored one) receives economic
support from the sponsor for carrying out a certain activity and/or event in the field of
sport, arts and others. In return he is obliged to advertise and promote the name of his
sponsor, his acitvities, brand or products. As some authors point out, «sponsorship is a
deal for image advertisement…, whose cost considerably exceeds its effect»3, i.e.
there is an economic irrelevance between the given economic support on behalf of the
sponsor and the opposite consideration required from the sponsored party. This is
especially important since in defining the value equivalence between the advertising
and the subject of the contract, the latter is not considered as a contract for sponsorship
but as a contract for advertising instead (an ordinary commerical deal).

The differences between the contract for donation and the one for sposnsorship
are considerable and we can summarize them as follows:

- the contract for donation is unilateral, whereas the one for sposnorship is
bilateral, it results into rights and obligations for both parties;

- in the contract for donation there are no conditions concerning a compensation,
action or lack of action on behalf of the recepient of the economic benefit. In
the contract for sponsorship the sponsored person is obliged to carry out
particular activities that are property-inequivalent to the received benefit.

Because of the fact that there is no lawful regulation in this respect, the contract
for sponsorship is informal and is considered to be signed when an agreement between

2 See Velchev, K. Seeming as means for manipulating economic facts, a colleciton of papers from the
scientifc conference “Quality and usefulness of accounting informaiton”, 28-29.09.2012, UE – Varna.

3 Raynov, B. Tax treating of financing in compliance with ACIT. Magazine «Tax practice», issue 5, 2002
http://magazine.askana.com/ver_05/article.php?art_id=194 (23.11.2012).



IZVESTIA – Journal of University of Economics – Varna
110

the two parties has been reached and no written form is required for its coming into
effect. However, such form is necessary if at least one of the parties is a trader as
interpreted in the Trade Act and therefore the contract signed needs to contain the
required requisites stipulated in article 7 of the Accounting Act4.

In respect to its nature, financing has to be differentiated accounting-wise from
gratutitous deals and sponsorship. Financing is usually initiated by the state and in the
process of putting it into effect three parties take part – financer, financed individual
and beneficiery5. There has been made the following definition of the economic nature
of financing, namely: «…an agreement between two parties concerning mutual actions
for the benefit of a thrid party (beneficiery)…», under which «…one of the parties
provides the other party with the necessary resources for carrying out activities for
the benefit of the beneficiery». An important condition is that the one who receives
the financing does not coincide with the financer or the financed individual. Prof. PhD
M. Dimitrov points out that financing is «a gratuitous investing source of revenues»
and defines it as «…financial resources that are budgetarily assigned in the activity of
an enterprise so that it can acquire long-term assets or run its current operations»6

(donations from third parties are allowed, too). Provision of means from the state is
viewed as a financial relief for the enterprise which gives it the opportunity to provide
resources for financing its activity exceeding the scope of external credits and owners’
payments, i.e. it can be accepted as a substitute for capital financing.

The currently operating Accounting Standard 20 «Reportinggovernment donations
and disclosing government support»7 (AC20) and the accepted for application
International Accounting Sstandard 20 «Accountant reporting of gratuitous means
granted by the state and disclosing state support» (IAS20) 8 are the only regulatory
acts in our national legislation in which the term “financing” is used9. There it is
presented as a methodology of accountant reporting and recognizing income from
donation rather than a separate economic category. Having in mind the stipulations in
AC20 and IAS20, according to its lawful nature financing is a governmental donation
and support for the enterprise10. The governmental support is providing economic

4 Pubished. SG, issue. 98 from 16.11. 2001, last amended and changed. SG, issue. 15 from 15.02. 2013.
5 Raynov, B. Tax treating of financing in compliance with ACIT. Magazine «Tax practice», issue 5, 2002

http://magazine.askana.com/ver_05/article.php?art_id=194 (23.11.2012).
6 Dimitrov, М. A glance at financing as an object of accounting report in enterprises. C, mag. IDES, issue

2, 2008.
7 СС 20 – Reporting governmental donations and disclosing governmental support – ratified with SCM

№ 46 from 21.03.2005, publ. SG issue. 30 from 07.04.2005, into effect since 01.01.2005, ammended
and changed, SG, issue. 86 from 26.10.2007, into effect since 01.01.2008.

8 See REGULATIONS (ЕО) № 70/2009 of the commission from 23.01.2009 about changing Regulations
(ЕО) № 1126/2008 concerning the acceptance of some international accounting standards in compliance
with Regulations (ЕО) № 1606/2002 of the European Parliament and the Council in relation to the
Improvements of the international standards for financial reporting (ISFR).

9 Between the concepts defined in AC20 and IAS 20 there are no principle differences, that is why in the
paper there will be an emphasis on the stipulations that underpin the national standars.

1 0 In reporting financing in recepient enterprises there need to be applied the regulations of AC20 or
IAC20 irrespective of the type of the financing organ.
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benefit on behalf of the government to one or a group of enterprises that meet certain
criteria (e.g. geographic location, number of job positions and others). Receiving the
grant does not concern a certain type of behavior on behalf of the enterprise at the
moment or in the future.

The imperative norms of the standards mentioned above present governmental
donation as providing means on behalf of the state and its organs and institutions to a
particular enterprise (form of compensation – subsidies, financial aid, bonuses), against
which the enterprise has met or is obliged to meet in the future certain conditions
concerning its current activity. These can be, for example, creating new jobs, buying
or creating particular assets.

It makes an impression that in specialised literature, including in AS20, there is
no difference between the concepts «donation» and «financing». The standard defines
as donations all means received in enterprises gratuitously from the state or third
parties11. In other words, despite of the lawful characteristics of the donations, reviewed
above, the gratuitous means received under condition are also treated as donations.
This is due to the fact that operations as a result of this are not differentiated from the
point of view of their economic nature and the economic relations they incur.

2. Classification, methodology of account reporting and presenting
gratuitously received means.

IAS 20 distinguishes two alternative approaches in reporting and presenting
donations – capital and income. In the first approach it is essential that the means
received from the state are not earned (they are not a result of making any expenses),
instead, they are a stimulus for the enterprise and as such they need to be reported
and presented as an element of the enterprise’s own capital outside the realised financial
result, without being part of the Overal revenue Statement for the particular period12.
What is taken into consideration is the thesis that the possibility for the enterprise to
restore the means from the gratuitously received governmental support is very small,
especially when the conditions under which it was received have already been met. In
this case there is no financial commitment on behalf of the beneficiary and the received
benefit remains forever a part of his ownership. I.e. as a tool for financing, gratuitous
means need to be reported in the Statement for the financial condition of the enterprise
directly in the founders’ participation. In defending their thesis for not reporting the
gratuitously received means in the Overall Income Statement the supporters of this
approach use the argument that acquiring this means is not a result of making any

1 1 E.g. AC 20, item 3.2. „Governmental donations are reported as financing...”.
1 2 The name of this element of financial reports is changed in the Profit and Loss Statement and the other

total income for the period. The change comes into effect at latest from the initial date of the first
financial year that starts on or after 1 July 2012 (according to Regulation (EU) №475/2012 of the
Commission from 5 July 2012 about changing Regulation (EO) № 1126/2008 about accepting some
international accounting standards in compliance with Regulation (EO) № 1606/2002 of the European
Parliament and the Council concerning International accounting standard (IAS) 1 and International
accounting standard (IAS) 19).
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expenses or selling goods and services (this is not an earned income) and therefore it
shouldn’t be calculated in the financial result13.

According to the income approach, at first the donation has to be reported as a
rescheduled income instead of an element of the enterpise’s own capital, since the
owners are not its source. The essence of this approach is recognising the received
benefits from state donations as income during the periods of time when there have
also been made the expenses that should be compensated by use of a suitable
systematic base. The arguments are aimed at supporting the thesis that the benefits
received from the state should by all means be reported in the Overal Income Statement
(once or rescheduled for future periods) since they are often tied with conditions that
the eneterpsie can meet by making a number of expenses. In order to keep the
comparability between revenues and the costs that concern earning those revenues, it
is necessary that this means be reported in the Overall Income Statement for the
same period.

Unlike IAS20, in compliance with the currently functioning AS20 donations are
reported by applying the income approach. The capital approach is applied only
exceptionally in relation to taxes on profits that have been exepmted or given on loan.

Of considerable importance for reporting and presenting gratuitous means
correctly is their classification. To distinguish donations we define as a foremost criterion
the availabiltiy of conditions for receiving them that are targeted at the donated
individual and/or the subject of the donation. According to this criterion the
donations are divided into conditional and unconditional. Those received against
meeting certain conditions that concern the current activities of the enerprise in the
past or the future, need to be treated as financing (for long-term assets or for the
current acitvity). This text underpins also the definitions of governmental donation in
compliance with the regulations of AS20.

In order to be acknowledged and initially reported as financing by the recepient,
the gratuitous deal needs to have a suitable lawful characteristic. To do this cumulatively
two equally important conditions need to be met – the existence of sufficient security
that the donation will be received and, secondly, that the enterprise will meet the
binding condition14. In practice, when an enterprise receives a donation it is not a
guarantee that it has met or will meet in the future all set conditions. Therefore, the
donation received needs to be put on a formal document with a contract for donaiton.
In it there are specified the type and size of the acquired benefit and actually the two
conditions, mentioned above, for acknowledging it have been met. In practice, a serious
issue is the lack of a standard definition of the concept “sufficient secutiry” in relation
to whether the donation is received. That is why the authorities in the enterprise need
to make judgments and take responsibilty for dislcosing or not these means in the
financial report.

1 3 See. Mirza, Abbas Ali, М. Orel et al. International standards for financial reportin MSFO/IFRS.
Manual, comments and practical application, S., Publishing house Cabri, 2009.

1 4 See. AC 20, item. 3.1.
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With the aim to mark in an accounting report the received conditional donations
as financing, in the individual chart of accounts of the enterprise it is necessary to
make two accounts: “Financing for long-term assets” and “Financing for current
activities”. These accounts are passive, basic and budget-allocating. It is necessary to
complement them with a suitable analytical dimension to comply with the information
requirement of the enterprise – e.g. the conditions for receiving the donation, the
criteria for acknowledging the financing as a current asset and so on. Later, the received
financing is systematically acknowledged as current revenues on a ground set by the
enterprise, depending on the subject of the donation. The donations that do not go
under any conditions need to be acknowledged and reported as a current revenue for
the period when they have been received.

Depending on the material-and-tangible form of the acquired benefit ,
donations are classified into monetary and non-monetary ones. The non-monetary
donations concern receiving non-current assets and material reserves which, in
compliance with the regulations of AC20, item 3.3, need to be assessed on the ground
of their fair value on the date of acquiring them. In turn, donations received in
monetary form, depending on the aim of giving the means, are differentiated into
donations bound with assets and ones that are not bound with revenues. At the
moment they are available, monetary donations are reported in the nominal value of
the acquired means, and when the currency is different from the naitonal one, the
former is calculated according to the central exchange rate of BNB on the date of
receiving the transfer. As N. Kostova points out, “the way the donation has been
received does not influence the accounting method that needs to be applied to it”  15.

In compliance with the definitions of standard, the donations received in an
enterprise whose basic condition is acquiring material or intangible asset, are treated
as donations bound with assets (financing for long-term assets). In this case the
imperative norm does not put any limitations concerning the way of acquiring the
donations in relation to meeting the conditions – purchasing, creating or other forms.
In giving the means it is possible for the financing organ to set additional conditions,
e.g. ones that concern the deadline within which to acquire the assets, their location
and others. All monetary donations that do not fit the scope of those mentioned above
are to be classified as bound with revenues.

Subject of a donation that is bound with assets can be both a depreciated and
undepreciated asset. The donations linked with undepreciated assets are reported
and presented in the balance sheet as financing16 in compliance with the rgeulaitons of
AC20 and are acknowledged as revenues in the particular periods of time when making
and reporting the costs for meeting the conditions that bind them. Here we need to
specify that the national standard sets a restrictive timeframe of 20 years which is
missing in the regulations of IAS20. The donations linked with depreciated assets
are also reported and presented as finanicng. They are acknowledged as a revenue in

1 5 Kostova, N. Accounting and tax treatment of financing given for acquiring long-term material assets.
Magazine „Economist’s manual”, issue. 9, 2009.

1 6 Exceptional are cases that are reported as a reserve because of a normative act (AS 20, item. 3.5).
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the current period, proportionally to the calculated depreciation of the assets acquired
from the financing.

According to their lawful characteristics, the donations linked with revenues
are conditional (financing of the current ativity) or unconditional. Therefore, unconditional
donations need to be reported and acknowledged as current revenues in the time of
receiving them, whereas they are marked in the Profit and Loss Account as revenues
from financing. The donations bound with revenues which are received under certain
conditions are financing for the current activity.

Depending on the authorities and the information necessity, the gratuitous means
received in enterprises can be classified for the goals of current account reporting and
on the ground of many other criteria: according to their trends of objectives, according
to programs and so on.

Another source of gratuitous means in enterprises is remitted and remised taxes.
In compliance with the regulations of AS20, the remised corporate tax and the decreased
corporate tax in the meaning of ACIT (Act for corporate income tax) need to be
reported and presented in the accounting balance sheet as a reserve. In this case,
exceptionally, the capital approach of reporting is applied since in its nature remised
taxes are actually “sums made in running the activity and owed to the state that
remain in the enterprise under meeting certain conditions”  17. Because of the fact that
their source is the realized financial result, it is logical and acceptable for the remised
corporate taxes to be noted in the increased own capital of the enterprise. The donations
linked with remised taxes, different from the corporate tax, are acknowledged as
current revenues in the periods of time when making the costs for meeting the conditions
for the donation18 (an income approach for reporting is applied).

 Second in importance is the issue about noting the donations in the financial
statements of the enterprise. In practice there is a considerable difference depending
on whether the receiving enterprise applies the International standards for financial
reporting or the National standards for financial statements for small and medium-size
enterprises. A specific requirement in the currently active AS1 “Presenting financial
reports” is that the assets, liabilities and the own capital to be recorded in the accounting
balance sheet in their balance value (reported value lowered by its corrective), whereas
the assets and liabilities, respectively the profits and losses, are not compensated.

In compliance with the regulations of IAS20 there are alternative approaches to
presenting donations that concern depreciated assets in financial statements. In the
first case the donation is noted as revenues for future periods that are acknowledged
on system ground (the size of the accrued depreciation) during the whole lifecycle of
the asset when it is being depreciated (simultaneously there are reported revenues
from financing and the complete sum of costs for depreciation for the particular period
of time). In the second approach the received financing is deducted from the reported
value of the respective long-term asset and it is presented in the Statement for financial

1 7 See Pancheva, St. Organisational and managerial opportunities of the reporting process in non-profit
enterprises. Svishtov, Academy of Economics «D. A. Tsenov», 2009, p. 49.

1 8 AC 20, v.3, 2.
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condition for the period in compensated balance value. The effect in this approach is
the lowered costs for depreciation, in other words donations are referred to implicitly
in revenues (revenues from financing are not reported and the costs for depreciation
are lower). The effect on the final financial result from applying the two approaches
is the same that is why both are accepted as applicable. We think that the first approach
of noting the donations linked with long-term assets is more acceptable since it gives
the stakeholders the necessary information on the real value of the assets and their
sources (total approach of reporting)19. In applying the second approach cases are
likely to occur when in the Statement for financial condition there will be not presented
assets whose historical value coincides with the size of the donation (compensatory
error occurs). From everything mentioned above we reach the conclusion that the
effect on the property status in the second approach lies in compensating the value as
early as the asset emerges which results into negatives in the period of its useful
lifecycle, when it will be depreciated. I.e. by applying the first approach one provides
a more complete and detailed accounting information about the property and financial
condition of the enterprise in its financial statement which is useful for the stakeholders.

The donations bound with revenues, that require meeting conditions in order to
receive them are actually financing for the current activity. IAS 20 also offers two
alternative approaches for presenting and reporting them. In the first one (total
approach) the received donation is presented as a revenue that is compared to the
respective costs for using it in the Total revenue statement. The second (net) approach
concerns deducting the donation from the sum of the costs made for using the donation.
Applying the first or the second approach will have equal influence on the financial
result. That is why we think that in netting profits and losses one loses information
about the effect of the donation on the profit and loss positions. This, in turn, leads also
to a lack of comparability of information from the financial statements of the enterprises
which apply different approaches for reporting.

The conditional donations received in the enterprises are subject to reverse
reimbursement if the conditions set at the time of receiving them are not met or complied
with. That is why they need to be noted and reported in the liabilities of the accounting
balance sheet of enterprises as financing (respectively revenues for future periods of
time in the Statement for the financial condition), and in specific cases – as reserves.
In compliance with the standards all other donations outside those mentioned above,
need to be reported as current revenues and need to be noted in the Profit and loss
account (Total revenue Statement) for the period.

In references there is raised the issue about how suitable it is to make a
summarizing presentation in the balance sheet of heterogeneous reportable objects
like the revenues for future periods of time and financing, and to what extent classifying
them as liabilities meets the conceptual definitions of these terms20. There are views

1 9 See Pancheva, St. Organisational and managerial opportunities of the reporting process in non-profit
enterprises. Svishtov, Academy of Economics «D. A. Tsenov», library. ’Economic world’2009,

2 0 Pozharevska, R. Particularities in presenting the total effect of operations at a given moment in non-
profit organisations. Magazine “Bulgarian accountant”, issue 22, 2005.
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and arguments supporting the notion that financing need to be classified as liabilities up to
the moment of meeting the conditions they were bound with (Gradev, N.21, Milev, S.). In
the currently active standards liabilities are defined as dues of the enterprise and settling
those will lead to using resources, while revenues are defined as a flow of economic
benefits for the period of time (as a result of acquiring assets or lowering liabilities) which
results into increasing the capital owned by the enterprise, outside the additional means
from the shareholders. I.e. one needs to acknowledge as liabilities only this part of the
revenues for future periods which are expected to lead to leakage of resources. Financing
complies with the definition of liabilities up to the moment of meeting the conditions that
bind them, after which they do not need to be treated as such; they are transformed into
revenues instead. Since financing for the current activity is acknowledged as current revenues
for the period of making also the expenses they compensate, it is only the rescheduled
revenues from financing for long-term assets that are revenues for future periods of time.
It is common practice for the conditions that bind a donation to be met earlier concerning
the useful lifecycle of the assets within which the asset is depreciated. This fact abolishes
the commitment of the enterprise to reimburse the means it has received. Therefore, after
this moment the donation is no longer a liability but is presented as such. We support the
view that in presenting the donations bound to assets most important is how the authorities
judge the existing risks for partial or complete reimbursement of the received means,
whereas” minor risks do not need to lead to acknowledging a liability. In evaluating minor
risks of a likely reimbursing of a donation one could use the rules of IAS37 “Provisions,
contingent liabilities and contingent assets” for disclosing conditional liabilities” 22.

In choosing their accounting policy concerning the report of gratuitous means
enterprises need to accept, first of all, clear criteria for distinguishing between conditional
and unconditional donations they will receive; second (for enterprises that belong to a
group), a united approach for reporting the donations bound with assets and a united
approach for reporting the donations bound to revenues irrespective of their source
and way of receiving.

Conclusion

In recent years, especially after Bulgaria joined the European union, the number
of enterprises that received gratuitous means as part of operational programs increased
considerably. Classifying those means correctly and respectively reporting and disclosing
them in financial statements enable interested users of information (donors, society,
state organs, creditors) to analyze and control how the means granted will be spent. In
this article there is a classification of the means received in enterprises and the
methodology of reporting and acknowledging them in accounting is reviewed. Until
recently the issues about reporting and acknowledging this type of revenues lead to
the necessity of a more thorough and purposeful disclosure in regard to reporting and
acknowledging them.

2 1 Through Pozharevska, R. Ibid.
2 2 Milev, S. On some unsolved issues in reporting governmental donaitons, http://consultbg.weebly.com/

3/post/2012/07/65.html (05.10.2012).
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Abstracts

In the article there is clarified the economic and legal nature of the donations, sponsorship
and financing obtained in the enterprises, since between those there exist clearly delimited
differences, whereas in a purely practical aspect there is generally put a sign of equality
between them. There is made a classification of the received grants, considered is the
methodology of their accounting and disclosure in accordance with the base for the preparation
of financial statements used by the enterprises - the National Financial Reporting Standards
for Small and Medium-sized Enterprises or the International Financial Reporting Standards.
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