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THE NATURE OF NOFORPROFIT
ORGANIZATIONS

A not-for-profit entity

(lﬁeceivescontributions of significantamounts of resourcesfrom resource
providerswho do not expect commensurateor proportionate pecuniary
return,

(Z)Operatesfor purposesother than to provide goodsor servicesat a profit,
and

(B)Doesnot posses®wnershipinterestslike those of businessenterprises



A governmental not-for-profit organization meetsthe aforementionednot-
for-profit criteria and also possessesone of the following characteristics
officers are elected by popular vote or appointment by a state or local
government a governmentcanunilaterallydissolvethe entity, with the assets
reverting backto the government or the entity hasthe power to enactand
enforceataxlevy

Nongovernmental not-for-profit organizations are NFPentities that lackthe
governmental element All nongovernmental, not-for-profit organization®
whether voluntary health and welfare organizations (VHWQOSs),health care
organizations,colleges and universities,or other? use essentiallythe same
basicguidance althoughthe nature of their transactionsdiffers



NOT-FORPROFIT ACCOUNTINBRINCIPLES

Financial Statements
Thethree classe®f net assetsare definedasfollows:

y' Permanently restricted net assets are the portion of net assetswhose use is
limited by donor-imposed stipulations that do not expire by time and cannot
be removedby action of the not-for-profit entity.

y Temporarily restricted net assetsarethe portion of net assetswhoseuseis limited
by donor-imposed stipulations that either expire (time restrictions) or can be
removed by the organization fulfilling the stipulations (purpose restrictions.

y Unrestricted net assetsare the portion of net assetsthat carry no donor-imposed
stipulations

Organizationscan report revenues,gains, and lossesin each net asset class but
ensesarereportedonlyin the unrestrictechet assetsclass



Contributions

For some not-for-profit entities, contributions are a major sourceof revenue
GAAP defines a contribution as O Adnconditional transfer of cashor other
assetsto an entity or a settlement or cancellation of its liabilities in a
voluntary, nonreciprocaltransfer by another entity acting other than as an
OWner.o

GAAPdescribesa promiseto giveasa written or oral agreementto contribute
cash or other assetsto another entity. The promise should be verifiable
by evidence such as pledge cards or tape recordings of oral promises A
promiseto give may be conditional or unconditional.



A conditional promiseto give dependson the occurrenceof a specifiedfuture
and uncertainevent to bind the promisor. For example,a churchparishioner
may pledgeto contribute a sum of money Iif a local governmentapprovesa
proposedchurchrenovation

An unconditional promiseto give dependsonly on the passageof time or
demandby the promisefor performance Promiseso give are unconditionalif
the possibility that a condition will not be met is remote. Organizations
recognize unconditional promises to give as contribution revenue and
receivablesn the periodin whichthe promiseisreceived



DONORIMPOSED RESTRICTIONS OR
CONDITIONS

A donorimposecconditionprovidesthat the A T 1 TmOrieye returnedor the
donor be releasedfrom the promiseto give if the condition is not met. Donor
Imposedrestrictionssimply limit the use of contributed assets If it is unclear
whether donor stipulations are conditions or restrictions, the organization
should presumethat the promiseis conditional A donor-imposedrestriction
expiresin the period in which the restriction is satisfied (i.e., when a time
restriction is met or a purposerestriction satisfied) If a given contribution is
subjectto more than one restriction, the restrictions expire in the period in
whichthe lastrestrictionis satisfied



GIFTS OF LONGIVED ASSETS

Thetwo acceptablemethodsareasfollows:

1. The organization may adopt an accounting policy that implies a time
restriction that expiresover the usefullife of the donated asset Asin the
caseof contributed longlived assetswith an explicit donor-imposedtime
restriction, the gift is reported as restricted support in temporarily
restricted net assets Depreciation is recorded as an expense in
unrestricted net assets, and a reclassificationfor the amount of the
depreciationfrom temporarily restricted to unrestricted net assets (This
also applies to assets purchasedwith cash that was restricted to the
purchaseof long-lived assets)

. If no policy implying a time restriction exists and there are no donor
Imposedrestrictions the gifts areunrestrictedsupport



INVESTMENTS AND INVESTMENT INCOME

Not-for-profit organizationsinitially record purchasedinvestments at their
cost and contributed investmentsat fair value in the appropriate net asset
classification They recognizeinvestment income as earned and report the
Income as an increasein unrestricted, temporarily restricted, or permanently
restricted net assets,dependingon donor-imposedrestrictionson the use of
the investmentincome.



Transfers That Are NotContributions

EXCHANGHRANSACTIONS

Exchange transactions are reciprocal transfers in which both parties give
and receive approximately equal value Sales of products and services are exchange
transactions Exchangdransactionsare sometimesdifficult to distinguishfrom contributions

AGENCYTRANSACTIONS

An agencytransactionis onein whichassetsare transferredto the not-for profit organization,
but the not-for-profit organizationhaslittle or no discretionoverthe useof those assets,and
the assetsare passedon to a third party. The resourceprovider is using the not-for-profit
entity asanagentor intermediaryto transferassetso athird-party done.

GIFTSIN KIND

Gifts in kind are noncash contributions, such as clothing, furniture, and services
They are contributions if the not-for-profit entity has discretion over the disposition of the
sourcesOtherwise,the entity will accountfor the gifts asagencytransactions



MeasurementPrinciples

Not-for-profit organizations measure contributions at fair value Quoted market
pricesarethe bestestimate of fair valuesfor both monetaryand nonmonetaryassets
Other valuationmethodsthat might be usedincludequoted market pricesfor similar
assetsor independentappraisals If a reasonableestimate for fair value cannot be
made,the contribution shouldnot be recognized

Recallthat not-for-profit organizationsrecord unconditionalpromisesto give when
pledges are made. If the fair value of the contributed asset changessignificantly
betweenthe pledgedate andthe date the assetis received,the not-for-profit entity
accountsfor the contribution asfollows:

y"No additionalrevenueis recognizedif the fair valueincreases

y If the fair value decreasesthe differenceis recognizedin the period the decrease
occurredand is reported asa changein the net assetclassin which the revenuewas
iginally reportedor in the classwherethe net assetsarerepresented



Collections

Collectionsof works of art, historical treasures,and similar items may be
capitalizedbut are not requiredto be solong asthe following conditionsare
satisfied

Yy Theyare held for public exhibition, education,or researchin furtheranceof
publicserviceratherthan financialgain.

Y Theyare protected, kept encumberedcaredfor, andpreserved

y" They are subjectto an organizationalpolicy that requires proceedsfrom
salesof collection items to be usedto acquire other items for collections



FundAccounting

Fundaccountingprinciplesprovide a convenientmethod for segregatingthe

accountingrecordsof resourcegestrictedfor specificourposes Many not-for-

profit organizationschooseto use fund accountingfor internal accounting,
although FASBIssuancesandthe AICPAguidedo not requirefund accounting

Although GAAP allows fund reporting as additional information, fund

Information is rarely presentedin financial statements of nhongovernmental
not-for-profit organizations



VOLUNTARY HEALTH AND WELFARE
ORGANIZATIONS

Accounting for aVHWO

A group of concerned citizens organized a voluntary health and welfare
organizationcalledNeighborsHelpingNeighbors(NHN) Thefollowing journal
entries provide examples of some typical accounting proceduresfor this
organization



Expenses—supporting services—fund-raising 145

Cash 145
To record payment for decals used in fund-raising.
Cash 4.000
Unrestricted support—contributions 4,000
To record cash contributions.
Contributions receivable 6,000
Allowance for uncollectible contributions 600
Unrestricted support—contributions 3,600
Temporarily restricted support—contributions 1,800

To record unrestricted promises to give, promises restricted
for use in 2012, and estimated uncollectibles.

NHN collected $3,600 of the contributions receivable due in 2011 and wrote off the remaining
$400 as uncollectible:

Cash 3,600
Allowance for uncollectible contributions 400

Contributions receivable 4,000
To record collection of contributions receivable.



Cash
Allowance for uncollectible contributions
Contributions receivable
Unrestricted support—contributions
To record collection of receivables and recognize support
for the difference between the estimated and actual
allowance for uncollectible amounts.
Temporarily restricted net assets—reclassifications out
Unrestricted net assets—reclassifications in
To reclassify net assets for which the restriction has been met.

2,000
200

1,800

2,000
200

1,800



Cash
Temporarily restricted support—contributions
To record a gift restricted for a special project.
Expenses—program services—community service
Cash
To record purchase of supplies used in the
playground project.
Temporarily restricted net assets—reclassifications out
Unrestricted net assets—reclassifications in
To reclassify net assets restricted for the playground
project for which the restriction has been met.

1,000
1,000

900
900

900
900



DONATED LONGLIVEDASSETS

Equipment 1,500
Temporarily restricted support—contributions 1,500
To record receipt of donated van.
Depreciation expense—program services—community service 500
Accumulated depreciation—equipment 500
To record depreciation.
Temporarily restricted net assets—reclassifications out 500
Unrestricted net assets—reclassifications in 500
To record reclassification of net assets for which the
temporary restriction is satisfied.



SPECIAL EVENT FUNBAISERS

Cash 950
Unrestricted gains—special event 950
To record proceeds from a fund-raising event.
Unrestricted gains—special event 650
Cash 650

To charge costs of fund-raising event against support
from the event.



GIFTS INKIND

Cost of goods sold 550
Cash
To pay costs of storing and moving rummage sale items.
Cash 6,595

Unrestricted revenues—sales
To record proceeds from rummage sale.

Materials and supplies inventory 390
Unrestricted support—contributions
To record receipt of office supplies.

550

6,595

390



MEMBERSHIP FEES

Cash 11,500
Unrestricted revenues—dues 6,300
Unrestricted support—contributions 5,200
To record revenue and support from the sale of
memberships.



DONATED SECURITIES AND INVESTMENT
INCOME

Securities 5,000
Permanently restricted support—contribution 5,000
To record receipt of securities permanently restricted
for a park enhancement project.
Cash 475
Temporarily restricted revenue—investment income 475
To record investment income restricted for a park
enhancement project.



SUPPLIES

Materials and supplies inventory
Unrestricted support—contributions
Cash
To record donated materials and supplies and to
record purchase of supplies.

Expenses—supporting services—management and general
Expenses—program services—recreation programs
Expenses—program services—community service
Expenses—supporting services—fund-raising

Materials and supplies inventory
To record allocation of supplies expense.

3,550

790
2,000
1,400

600

2,050
1,500

4,790



DONATED SERVICES AND PAYMENT OF

SALARIES

Expenses—supporting services—management and general
Unrestricted support—donated services
To record donated services allocated| to management
and general expenses.
Expenses—program services—recreation programs
Expenses—program services—community service
Expenses—supporting services—management and general
Expenses—supporting services—fund-raising
Cash
To record salaries allocated to program services and
supporting services.

1,200

6,000
4,000
1,500

500

1,200

12,000



DEPRECIATION

Depreciation expense—program services—

recreation programs 3,000
Depreciation expense—program services—

community service 4,000
Depreciation expense—supporting services—

management and general 1,000

Accumulated depreciation
To record depreciation allocated to program services
and supporting services.

8,000



FIXED ASSET PURCHASE WITH RESTRICTED
RESOURCES



