
Not-for-Profit  Guide  to  Financial 

Reporting

Introduction

Not-for-profit organizations play a vital role in society, 

addressing  a  wide  range  of  social,  cultural,  and 

environmental issues. These organizations rely on the 

support  of  donors,  volunteers,  and  government 

agencies  to  carry  out  their  missions.  Financial 

reporting is  crucial  for not-for-profit organizations to 

maintain  transparency,  accountability,  and  public 

trust.  It  allows  them  to  communicate  their  financial 

position,  performance,  and  activities  to  stakeholders, 

including  donors,  creditors,  and  government 

regulators. In this comprehensive guide, we delve into 

the intricacies of financial reporting for not-for-profit 

organizations, providing a thorough understanding of 
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the  generally  accepted  accounting  principles  (GAAP) 

and best practices specific to this sector.

Understanding  the  unique  characteristics  of  not-for-

profit organizations is essential for effective financial 

reporting.  Unlike  for-profit  entities,  not-for-profits 

prioritize  mission  accomplishment  over  profit 

generation.  They  often  rely  on  a  mix  of  funding 

sources,  including  donations,  grants,  and  fees  for 

services.  Additionally,  not-for-profits  may  face 

restrictions  on the use of  their  resources,  which can 

impact  financial  reporting.  This  guide  explores  the 

distinctive features of not-for-profit organizations and 

how they shape their financial reporting practices.

The Financial Accounting Standards Board (FASB) and 

the Governmental Accounting Standards Board (GASB) 

are  the  primary  standard-setting  bodies  for  not-for-

profit  organizations  in  the  United  States.  Their 

pronouncements,  including  Statements  of  Financial 

Accounting  Standards  (FASB)  and  Statements  of 
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Governmental  Accounting  Standards  (GASB),  provide 

the  framework  for  GAAP  for  not-for-profit 

organizations.  This  guide  thoroughly  examines  these 

standards,  explaining  their  key  provisions  and  how 

they  apply  to  various  aspects  of  financial  reporting, 

such as revenue recognition, expense recognition, and 

financial statement presentation.

Financial  statements  are  the  primary  means  of 

communicating financial information to stakeholders. 

Not-for-profit  organizations  typically  prepare  three 

core  financial  statements:  the  balance  sheet,  the 

statement of financial activities, and the statement of 

cash  flows.  This  guide  delves  into  each  financial 

statement,  explaining  its  components,  the  accounting 

principles  underlying  its  preparation,  and  how  to 

interpret  the  information  presented.  Additionally,  it 

discusses  the  importance  of  notes  to  financial 

statements  and  supplementary  information  in 

providing a comprehensive view of an organization's 

financial position and performance.
3



Revenue  recognition  is  a  critical  aspect  of  financial 

reporting  for  not-for-profit  organizations.  This  guide 

explores  the  different  types  of  revenue,  including 

contributions,  grants,  and  fees  for  services,  and  the 

specific GAAP requirements for recognizing each type 

of  revenue.  It  also  addresses  the  complexities  of 

recognizing revenue when restrictions are imposed by 

donors or grantors.

Expenses and costs are another important component 

of  financial  reporting for not-for-profit organizations. 

This  guide  classifies  and  defines  various  types  of 

expenses  and  costs,  including  program  expenses, 

fundraising expenses, and administrative expenses. It 

also  discusses  the  allocation  of  joint  costs  and  the 

recognition  of  depreciation  and  amortization. 

Furthermore,  it  addresses  the  unique  considerations 

for disclosing related-party transactions and managing 

risk and uncertainty in the not-for-profit sector.

4



Book Description

Not-for-Profit  Guide  to  Financial  Reporting:  A 

Comprehensive  Resource  for  Nonprofits  and 

Stakeholders

In  the  ever-evolving  landscape  of  not-for-profit 

organizations,  financial  reporting  stands  as  a 

cornerstone of transparency, accountability, and public 

trust.  This  comprehensive guide provides a thorough 

understanding  of  the  generally  accepted  accounting 

principles (GAAP) and best practices specific to not-for-

profit  organizations,  empowering  them  to  effectively 

communicate  their  financial  position,  performance, 

and activities to stakeholders.

With  a  focus  on  clarity  and  practicality,  this  guide 

delves into the unique characteristics of not-for-profit 

organizations  and  how  they  shape  their  financial 

reporting practices. It explores the role of the Financial 

Accounting  Standards  Board  (FASB)  and  the 
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Governmental Accounting Standards Board (GASB) in 

setting standards for not-for-profit financial reporting 

and examines the key provisions of these standards in 

detail.

The  guide  provides  a  comprehensive  overview  of 

financial  statements,  including  the  balance  sheet, 

statement of financial activities, and statement of cash 

flows.  It  explains  the  components  of  each statement, 

the  accounting  principles  underlying  its  preparation, 

and  how  to  interpret  the  information  presented. 

Additionally, it emphasizes the importance of notes to 

financial statements and supplementary information in 

providing a holistic view of an organization's financial 

health.

Recognizing the significance of revenue recognition for 

not-for-profit  organizations,  this  guide  dedicates  a 

section  to  explaining  the  different  types  of  revenue, 

including contributions, grants, and fees for services. It 

also addresses the complexities of recognizing revenue 
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when restrictions are imposed by donors or grantors, 

ensuring accurate and transparent reporting.

Furthermore,  the  guide  explores  the  classification, 

definition,  and  allocation  of  expenses  and  costs, 

addressing the unique considerations for not-for-profit 

organizations.  It  also  covers  the  recognition  of 

depreciation  and  amortization,  the  disclosure  of 

related-party transactions, and the management of risk 

and uncertainty in the not-for-profit sector.

Written in an engaging and accessible style, this guide 

is  an  indispensable  resource  for  not-for-profit 

organizations, donors, creditors, government agencies, 

and  other  stakeholders.  It  empowers  readers  to 

understand and utilize financial reporting information 

to  make  informed  decisions,  promote  accountability, 

and  strengthen  the  impact  of  not-for-profit 

organizations in society.
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Chapter  1:  Foundations  of  Not-for-

Profit Accounting

Topic 1: Understanding the Unique Nature of 

Not-for-Profit Organizations

Not-for-profit  organizations  constitute  a  distinct  and 

vital  sector  within  the  broader  economic  landscape. 

Unlike  their  for-profit  counterparts,  not-for-profits 

prioritize  mission  accomplishment  over  profit 

generation.  This  fundamental  difference  in  purpose 

gives rise to several unique characteristics that shape 

their financial reporting practices.

1. Mission-Driven Focus: At the core of every not-for-

profit  organization  lies  a  mission  statement  that 

articulates  its  purpose  and  objectives.  This  mission-

driven focus permeates all aspects of the organization's 

operations,  including  its  financial  activities.  Not-for-

profits  prioritize  achieving  their  missions  over 
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maximizing  profits,  which  influences  their  decision-

making processes and resource allocation priorities.

2.  Diverse  Funding  Sources: Not-for-profit 

organizations rely on a diverse mix of funding sources 

to sustain their operations. These sources may include 

donations,  grants,  membership  fees,  government 

funding,  and  fundraising  events.  The  variability  and 

uncertainty associated with these funding streams pose 

unique  challenges  for  financial  planning  and 

budgeting.

3. Public Scrutiny and Accountability: Not-for-profit 

organizations are subject to heightened public scrutiny 

and  accountability  due  to  their  reliance  on  public 

support  and  the  inherent  trust  placed  in  them.  This 

scrutiny  demands  a  high  level  of  transparency  and 

ethical conduct in their financial reporting practices.

4.  Restrictions  and  Conditions: Not-for-profit 

organizations  often  receive  funding  with  specific 

restrictions  or  conditions  attached.  These  restrictions 
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may  limit  the  use  of  funds  to  certain  purposes  or 

programs.  Restricted  funds  must  be  accounted  for 

separately  and  disclosed  transparently  in  financial 

statements.

5.  Volunteer and Staff Compensation: Not-for-profit 

organizations  frequently  rely  on  the  dedication  of 

volunteers  who  contribute  their  time  and  expertise 

without  financial  remuneration.  Additionally,  staff 

compensation in  the  not-for-profit  sector  tends  to  be 

lower  than  in  the  for-profit  sector,  reflecting  the 

mission-driven nature of the work.

Understanding these  unique characteristics  is  crucial 

for  comprehending  the  complexities  of  financial 

reporting for not-for-profit organizations. These factors 

necessitate  specialized  accounting  principles  and 

practices that cater to the specific needs and challenges 

of this sector.
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Chapter  1:  Foundations  of  Not-for-

Profit Accounting

Topic  2:  Distinguishing  Not-for-Profit 

Organizations from For-Profit Entities

Not-for-profit  organizations  and  for-profit  entities 

operate with distinct missions, structures, and financial 

objectives.  Understanding  these  differences  is  crucial 

for comprehending the unique aspects of not-for-profit 

financial reporting.

Mission  and  Purpose: At  their  core,  not-for-profit 

organizations prioritize mission accomplishment over 

profit  generation.  Their  primary  goal  is  to  serve  a 

social, cultural, or environmental cause, rather than to 

maximize  shareholder  wealth.  This  mission-driven 

focus shapes their decision-making processes, resource 

allocation, and financial reporting practices.
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Legal Structure: Not-for-profit organizations typically 

adopt  legal  structures  that  reflect  their  non-profit 

status.  Common  structures  include  charitable  trusts, 

public  charities,  and  social  enterprises.  These 

structures  impose  specific  legal  requirements  and 

restrictions on how the organization can operate and 

use its resources.

Funding Sources: Not-for-profit organizations rely on 

a  diverse  mix  of  funding  sources  to  support  their 

operations.  These  sources  may  include  donations, 

grants,  membership  fees,  government  funding,  and 

earned  revenue  from  program  activities.  Unlike  for-

profit  entities,  not-for-profits  cannot  rely  solely  on 

revenue generated from the sale of goods or services to 

sustain their operations.

Profit  Motive: For-profit  entities  are  driven  by  the 

profit  motive,  seeking to  generate  financial  gains  for 

their owners or shareholders. In contrast, not-for-profit 

organizations  operate  without  the  primary  goal  of 
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profit generation. Any surplus revenue they generate is 

typically  reinvested  back  into  the  organization's 

mission-related activities.

Stakeholders: Not-for-profit  organizations  have  a 

broader range of stakeholders compared to for-profit 

entities. In addition to owners or shareholders, not-for-

profits  must  consider  the  interests  of  donors, 

beneficiaries, volunteers, and the community at large. 

This  diverse  stakeholder  group  influences  the 

organization's  financial  reporting  and  accountability 

practices.

Financial  Reporting  Objectives: The  primary 

objective  of  financial  reporting  for  not-for-profit 

organizations  is  to  provide  transparent  and  reliable 

information  about  their  financial  position, 

performance,  and activities.  This  information is  used 

by  stakeholders  to  assess  the  organization's  mission 

accomplishment,  financial  stability,  and adherence to 

regulatory requirements.
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Distinguishing  not-for-profit  organizations  from  for-

profit entities is essential for understanding the unique 

context  and  challenges  of  not-for-profit  financial 

reporting.  This  distinction  shapes  the  accounting 

principles,  reporting  practices,  and  regulatory 

framework that govern not-for-profit organizations.
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Chapter  1:  Foundations  of  Not-for-

Profit Accounting

Topic 3: Exploring the History and Evolution 

of Not-for-Profit Accounting Standards

Not-for-profit  organizations  have  played a  significant 

role  in  society  for  centuries,  providing  essential 

services  and  addressing  various  social,  cultural,  and 

environmental  needs.  The  history  of  not-for-profit 

accounting  standards  reflects  the  evolving  nature  of 

these  organizations  and  the  increasing  importance 

placed  on  transparency,  accountability,  and  effective 

financial management.

The  early  development  of  not-for-profit  accounting 

standards can be traced back to the late 19th and early 

20th  centuries,  when  charitable  organizations  and 

foundations began to emerge in large numbers. These 

organizations  often  relied  on  donations  and 

contributions  from  individuals  and  businesses,  and 
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there was a growing need for standardized accounting 

practices  to  ensure  the  proper  stewardship  of  these 

funds.

In the United States, the establishment of the Financial 

Accounting Standards Board (FASB) in 1973 marked a 

significant milestone in the development of accounting 

standards  for  not-for-profit  organizations.  The  FASB 

issued its first set of standards specifically for not-for-

profit  organizations  in  1993,  known  as  the  Not-for-

Profit  Statement  of  Financial  Accounting  Standards 

(SFAS)  No.  116.  This  statement  provided  a 

comprehensive  framework  for  accounting  and 

financial  reporting  by  not-for-profit  organizations, 

addressing issues such as revenue recognition, expense 

recognition, and financial statement presentation.

Subsequently, the Governmental Accounting Standards 

Board  (GASB)  was  established  in  1984  to  develop 

accounting and financial reporting standards for state 

and local governments and not-for-profit organizations 
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that  receive  significant  government  funding.  GASB 

issued  its  first  set  of  standards  for  not-for-profit 

organizations in 1994,  known as the GASB Statement 

No. 35. GASB's standards are similar to those issued by 

the FASB, but they are tailored to the specific needs and 

circumstances  of  not-for-profit  organizations  that 

receive government funding.

Over  the  years,  both  the  FASB  and  the  GASB  have 

continued to update and refine their standards for not-

for-profit  organizations.  These  updates  have  been 

driven  by  changes  in  the  economic  and  regulatory 

environment, as well as by the evolving needs of not-

for-profit organizations. The result is a comprehensive 

and  robust  set  of  accounting  standards  that  provide 

guidance on a wide range of financial reporting issues.

The history of not-for-profit accounting standards is a 

testament to the growing importance of transparency, 

accountability, and effective financial management in 

the not-for-profit sector. These standards have helped 
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to  ensure  that  not-for-profit  organizations  are  using 

sound accounting practices and that they are providing 

accurate  and  reliable  financial  information  to  their 

stakeholders.
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This extract presents the opening three 

sections of the first chapter.

Discover the complete 10 chapters and 

50  sections  by  purchasing  the  book, 

now available in various formats.
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