


CONTENTS

Preface

About the Authors

Not-for-Profit Accounting Literature

Part 1: Overview of Not-for-

Profit Organizations

Chapter 1: Overview of Not-for-Profit

Organizations

Perspective and Issues

Chapter 2: Cash versus Accrual Basis

Accounting

Perspective and Issues

Concepts, Rules, and Examples

Legal Requirements

Conclusion

Part 2: Basic Financial

Statements

Chapter 3: Statement of Financial

Position



Perspective and Issues

Concepts, Rules, and Examples

Disclosure Requirements

Chapter 4: Statement of Activities

Perspective and Issues

Concepts, Rules, and Examples

Financial Statement Presentation

Disclosure Requirements

Chapter 5: Statement of Cash Flows

Perspective and Issues

Concepts, Rules, and Examples

Disclosure Requirements

Chapter 6: Other Financial Statement

Issues

Comparative Financial Information

Perspective and Issues

Concepts, Rules, and Examples

Disclosure Requirements

Presenting Fund and Net Asset Information

Interim Reporting

Perspective and Issues

Concepts, Rules, and Examples

Subsequent Events

Public Entities



Part 3: Specific Not-for-Profit

Accounting Topics

Chapter 7: Fund Accounting

Perspective and Issues

Concepts, Rules, and Examples

Conclusion

Chapter 8: Net Assets

Perspective and Issues

Concepts, Rules, and Examples

Disclosure Requirements

Chapter 9: Contributions, Pledges,

and Noncash Contributions

Perspective and Issues

Concepts, Rules, and Examples

Appendix A Checklist

Appendix B Checklist

Appendix C Checklist

Appendix D Checklist

Appendix E Checklist

Appendix F Checklist

Appendix G Checklist

Disclosure Requirements

Chapter 10: Investments

Perspective and Issues



Concepts, Rules, and Examples

Disclosure Requirements

Chapter 11: Affiliated Organizations

Perspective and Issues

Concepts, Rules, and Examples

Reporting of Related Entities

Concepts, Rules, and Examples

Pass-Through Gifts

Appendix A Checklist

Chapter 12: Split-Interest

Agreements

Perspective and Issues

Concepts, Rules, and Examples

Disclosure Requirements

Chapter 13: Fund-Raising and Joint

Costs

Perspective and Issues

Concepts, Rules, and Examples

Disclosure Requirements

Appendix A Checklist

Chapter 14: Functional Reporting

Perspective and Issues

Concepts, Rules and Examples

Disclosure Requirements



Chapter 15: Collections

Perspective and Issues

Concepts, Rules, and Examples

Disclosure Requirements

Part 4: Other Accounting-

Related Not-for-Profit Topics

Chapter 16: Accounting for Specific

Types of Not-for-Profits

Perspective and Issues

Associations and Professional Societies

Churches

Clubs

Libraries

Museums

Performing Arts Organizations

Private Foundations

Religious Organizations Other Than

Churches

Research and Scientific Organizations

Private Elementary and Secondary Schools

Public Broadcasting Systems

Chapter 17: Importance of Budgets to

a Not-for-Profit

Perspective and Issues

Functions of The Budget



Steps For Preparation

Monthly and Quarterly Budgets

Timely Interim Statements

A Five-Year Master Plan

Conclusion

Chapter 18: Principal Federal and

State Tax Reporting and Regulatory

Requirements

The Importance of Meeting Federal and

State Reporting Requirements

Organizations Exempt From Tax

Charitable Organizations

Private Foundations

Private Operating Foundations

Other Concerns For Charities

Noncharitable Exempt Organizations

Unrelated Business Income

Registration and Reporting

Reports By Recipients of Federal Support

Principal Federal Tax Forms Filed

Conclusion

State Compliance Requirements

Registration For Organizations Soliciting

Funds

Registration For Organizations Having

Assets Within The State



Part 5: General Accounting

Topics Applied to Not-for-Profit

Organizations

Chapter 19: Current Assets and

Current Liabilities

Perspective and Issues

Concepts, Rules, and Examples

Disclosure Requirements

Chapter 20: Inventory

Perspective and Issues

Concepts, Rules, and Examples

Disclosure Requirements

Chapter 21: Long-Lived Assets,

Depreciation, and Impairment

Perspective and Issues

Concepts, Rules, and Examples

Disclosure Requirements

Chapter 22: Intangible Assets

Perspectives and Issues

Concepts, Rules and Examples

Disclosure Requirements

Chapter 23: Contingencies



Perspective and Issues

Concepts, Rules, and Examples

Fin 48—Accounting For Uncertainty In

Income Taxes (FASB ASC 740-10)

Disclosure Requirements

Chapter 24: Mergers and Acquisitions

Perspective and Issues

Accounting For Mergers And Acquisitions Of

Not-For-Profit Organizations Under SFAS

164 (FASB ASC 958-805)

Conclusion

Chapter 25: Accounting for Pensions

and Postretirement Benefits

Perspective and Issues

Definitions of Terms

Concepts, Rules, and Examples

Accounting Requirements of SFAS 158

(FASB ASC 715-20)

Disclosure Requirements

Chapter 26: Long-Term Liabilities

Perspective and Issues

Concepts, Rules, and Examples

Accounting For Costs Associated With Exit

Or Disposal Activites

Environmental Remediation Liability



Chapter 27: Accounting Changes

Perspective and Issues

Chapter 28: Accounting for Leases

Perspective and Issues

Definitions of Terms

Concepts, Rules, and Examples

Disclosure Requirements

Chapter 29: Financial Instruments

Perspective and Issues

Concepts, Rules, and Examples

Chapter 30: Capitalization of Interest

Costs

Perspective and Issues

Concepts, Rules, and Examples

Disclosure Requirements

Appendix: Disclosure Checklist

Index





BECOME A SUBSCRIBER!

Did you purchase this product

from a bookstore?

If you did, it’s important for you to become a subscriber.

John Wiley & Sons, Inc. may publish, on a periodic basis,

supplements and new editions to reflect the latest changes

in the subject matter that you need to know in order stay

competitive in this ever-changing industry. By contacting the

Wiley office nearest you, you’ll receive any current update

at no additional charge. In addition, you’ll receive future

updates and revised or related volumes on a 30-day

examination review.

If you purchased this product directly from John Wiley &

Sons, Inc., we have already recorded your subscription for

this update service.

To become a subscriber, please call 1-877-762-2974 or

send your name, company name (if applicable), address,

and the title of the product to

mailing address: Supplement Department, John Wiley

& Sons, Inc., One Wiley Drive, Somerset, NJ 08875

e-mail: subscriber@wiley.com

fax: 1-732-302-2300

online: www.wiley.com

mailto:subscriber@wiley.com
http://www.wiley.com/


For customers outside the United States, please contact

the Wiley office nearest you:

Professional & Reference Division

John Wiley & Sons Canada, Ltd.

22 Worcester Road

Etobicoke, Ontario M9W 1L1

CANADA

Phone: 416-236-4433

Phone: 1-800-567-4797

Fax: 416-236-4447

Email: canada@jwiley.com

John Wiley & Sons Australia, Ltd.

33 Park Road

P.O. Box 1226

Milton, Queensland 4064

AUSTRALIA

Phone: 61-7-3859-9755

Fax: 61-7-3859-9715

Email: brisbane@johnwiley.com.au

John Wiley & Sons, Ltd.

The Atrium

Southern Gate, Chichester

West Sussex, PO 19 8SQ

ENGLAND

Phone: 44-1243-779777

Fax: 44-1243-775878

Email: customer@wiley.com.uk

John Wiley & Sons (Asia) Pte. Ltd.

2 Clementi Loop #02-01

SINGAPORE 129809

Phone: 65-64632400

Fax: 65-64634604/5/6

Customer Service: 65-64604280

mailto:canada@jwiley.com
mailto:brisbane@johnwiley.com.au
mailto:customer@wiley.com.uk


Email: enquiry@wiley.com.sg

mailto:enquiry@wiley.com.sg


Portions of this book have been reprinted from Financial and

Accounting Guide for Not-for-Profit Organizations, 6th

Edition, by Malvern J. Gross, Jr., Richard F. Larkin, and John H.

McCarthy, Copyright © 2000 by John Wiley & Sons, Inc.

Reprinted by permission of John Wiley & Sons, Inc.

Portions of this book have been reprinted from Wiley GAAP

2002, Interpretation and Application of Generally Accepted

Accounting Principles, by Patrick R. Delaney, Barry J.

Epstein, Ralph Nach, and Susan Weiss Budak, Copyright ©

2001 by John Wiley & Sons, Inc. Reprinted by permission of

John Wiley & Sons, Inc.

Portions of this book have their origin in the AICPA Audit and

Accounting Guide: Not-for-Profit Organizations (NFP Audit

Guide). These are noted by reference in each chapter.

Copyright © by the American Institute of Certified Public

Accountants, Inc., Harborside Financial Center, 201 Plaza 3,

Jersey City, NJ 07311.

Portions of this book have their origin in copyrighted

materials from the Financial Accounting Standards Board.

These are noted by reference to the specific

pronouncement. Complete copies are available directly from

the FASB. Copyright © by the Financial Accounting

Standards Board, 401 Merritt 7, P.O. Box 5116, Norwalk,

Connecticut 06856-5116, USA.

Copyright © 2012 by John Wiley & Sons, Inc. All rights

reserved.

Published by John Wiley & Sons, Inc., Hoboken, New Jersey.

Published simultaneously in Canada.

No part of this publication may be reproduced, stored in a

retrieval system, or transmitted in any form or by any

means, electronic, mechanical, photocopying, recording,

scanning, or otherwise, except as permitted under Section

107 or 108 of the 1976 United States Copyright Act, without



either the prior written permission of the Publisher, or

authorization through payment of the appropriate per-copy

fee to the Copyright Clearance Center, 222 Rosewood Drive,

Danvers, MA 01923, 978-750-8400, fax 978-750-4470, or on

the Web at www.copyright.com. Requests to the Publisher

for permission should be addressed to the Permissions

Department, John Wiley & Sons, Inc., 111 River Street,

Hoboken, NJ 07030, 201-748-6011, fax 201-748-6008, or

online at http://www.wiley.com/go/permission.

Limit of Liability/Disclaimer of Warranty: While the publisher

and author have used their best efforts in preparing this

book, they make no representations or warranties with

respect to the accuracy or completeness of the contents of

this book and specifically disclaim any implied warranties of

merchantability or fitness for a particular purpose. No

warranty may be created or extended by sales

representatives or written sales materials. The advice and

strategies contained herein may not be suitable for your

situation. You should consult with a professional where

appropriate. Neither the publisher nor author shall be liable

for any loss of profit or any other commercial damages,

including but not limited to special, incidental,

consequential, or other damages.

For general information on our other products and services,

please contact our Customer Care Department within the US

at 800-762-2974, outside the US at 317-572-3993 or fax

317-572-4002.

Wiley also publishes its books in a variety of electronic

formats. Some content that appears in print may not be

available in electronic books. For more information about

Wiley products, visit our Web site at www.wiley.com

ISBN: 978-0-470-92402-0 (paperback); 978-1-118-

22135-8 (ebk); 978-1-118-23517-1 (ebk); 978-1-118-

25981-8 (ebk)

http://www.copyright.com/
http://www.wiley.com/go/permission
http://www.wiley.com/


PREFACE
Not-for-profit accounting is a specialized field of accounting

that is receiving a growing level of attention. Over one

million not-for-profit organizations currently operating in the

United States have unique accounting and financial

reporting issues that must be understood by a growing

number of not-for-profit organization financial statement

preparers and users.

The Financial Accounting Standards Board (FASB) has

issued a series of statements and accounting standards

updates that have significantly affected how not-for-profit

organizations account for and report their activities and

financial position. The overall financial statement format

reports “net assets” instead of fund balance or other

description of “equity,” and the accounting principles for

two key areas for these organizations—contributions and

investments—were the topics of separate FASB

pronouncements. The American Institute of Certified Public

Accountants (AICPA) issued a pronouncement specifying

how not-for-profit organizations should account for the joint

costs of activities that include fund-raising. The FASB has

also issued a statement detailing the accounting for

resources which a not-for-profit organization passes through

to another organization. The FASB has also finalized the

accounting requirements that will apply when two not-for-

profit organizations combine, and has also provided

guidance for reporting endowments. The FASB has also been

active in many areas that affect a broad range of business

and other organizations, including not-for-profit

organizations. For example, financial instruments, asset

impairments, intangible assets, pension obligations, and fair

value measurements have all been areas that have been

impacted by recent FASB pronouncements. All of these

topics are examined in detail in this book.



This year’s edition incorporates the codification of

accounting standards into the FASB Accounting Standards

Codification (the “Codification”). The FASB essentially

eliminated the statements on standards and other

accounting literature and replaced them with the FASB ASC,

which will be frequently updated as the means of

promulgating changes in generally accepted accounting

principles.

Despite the steady stream of accounting pronouncements

that affect not-for-profit organizations, it’s important to

understand that accounting standards setting has been

influenced by a great deal of recent change. The Sarbanes-

Oxley Act of 2002 created the Public Company Accounting

Oversight Board (PCAOB) which has responsibility for setting

auditing and other standards for public companies. Even

with all of the new requirements and changes, the FASB

continues to set generally accepted accounting principles

for both public and nonpublic entities, including not-for-

profit organizations. However, the FASB’s agenda has

continued to focus more on issues affecting public

companies, which has likely been influenced by the changes

in the regulatory environment and issues highlighted by the

numerous accounting shortcomings, and more recently by

the turmoil being experienced in the financial markets. The

AICPA, through technical practice aids, industry risk alerts,

and accounting and auditing guides, continues to be an

important contributor to the body of accounting principles

used by not-for-profit organizations.

This book is designed as a complete and easy-to-use

reference guide for financial statement preparers and users,

as well as for auditors of not-for-profit organizations. It

focuses on three key areas.

Distinguishing characteristics of not-for-profit

organizations and their financial accounting and

reporting



Accounting areas that are unique to not-for-profit

organizations

General areas of accounting that are applicable to the

accounting and financial reporting of not-for-profit

organizations

This book would not have been possible without the hard

work and efforts of several individuals. John DeRemigis and

Judy Howarth of John Wiley & Sons, Inc. provided overall

direction in developing the concept for the book and seeing

it through to completion. Pam Reh contributed greatly to the

production efforts. The authors are greatly appreciative of

their efforts.

Richard F. Larkin, CPA

Marie DiTommaso

December 2011
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NOT-FOR-PROFIT ACCOUNTING

LITERATURE

Cross-references between the FASB

Accounting Standards Codification

(ASC) and Previous Guidance

As more fully described in Chapter 1, the source of all

authoritative generally accepted accounting principles for

not-for-profit organizations is now contained in the FASB

Accounting Standards Codification (ASC). The following

tables cross-reference several of the more common ASC

sections with the prior FASB pronouncements to assist

readers in navigating the ASC.

An additional table in this section lists all of the Accounting

Standards Updates (“ASUs” which amend the ASC) issued by

the FASB during 2010 and 2011 (through September). Most

of the ASUs will not affect the accounting and financial

reporting for many, if not all, not-for-profit organizations and

are not discussed in this book. However, it is important for

the reader to be aware of the changes being made to the

ASC so that any potential impacts of these changes can be

evaluated. Where a specific ASU is addressed in a chapter of

this book, that chapter is indicated in the table.

ASC–from previous:

ASC Subject matter Previous Guidance (primarily)

958-

10 Overall AAG (AICPA audit guide) Ch. 1 Para 15.04

20 Financially-interrelated entities FAS 136

30 Split-interest agreements AAG Ch. 6 DIG B-35

205 Presentation of financial statements FAS 117, FSP 117-1, FAS 124

210 Balance sheet FAS 117

225 Income statement FAS 117, others

230 Statement of cash flows FAS 117, AAG Ch. 3

310 Receivables FAS 116, AAG Ch. 5 & others



ASC Subject matter Previous Guidance (primarily)

320 Investments–debt and equity

securities

FAS 124, AAG Ch. 8

325 Investments–other FAS 124, FSP 124-1, AAG Ch. 8

360 Property, plant, and equipment FAS 116, FAS 93, AAG Ch. 7, 9

405 Liabilities AAG Ch. 10, 11, 13, EITF D-089

450 Contingencies FAS 116, AAG Ch. 10, 3

470 Debt AAG Ch. 10

605 Revenue recognition FAS 116, FAS 136, AAG Ch. 5

715 Compensation-retirement benefits FAS 87, 88, 106, 132 (R) 158

720 Other expenses FAS 117, SOP 98-2, AAG Ch. 13

805 Combinations FAS 164

810 Consolidation SOP 94-3, FSP 94-3-1, EITF 90-15, 96-21, ARB

51

815 Derivatives and hedging DIG B-35

840 Leases SOP 94-3, EITF 90-15, 96-21, 97-01

Previous–to ASC:

Previous Guidance Subject matter ASC (primarily)

FAS 87, 88, 106, 132(R),

158

Retirement benefits 958-715

FAS 93 Depreciation 958-360

FAS 116 Contributions 958-605

FAS 117 Financial statement presentation 958-205, 210, 225, 230, 720

FSP 117-1 Endowments 958-205

FAS 124 Investments 958-320, 325, 205

FSP 124-1 Investments 958-325

FAS 136 Pass-through gifts 958-605, 20

FAS 157 Fair value 820

FAS 164 Combinations 958-805

FIN 48 Uncertain tax positions 740-10

DIG B-35 Derivative in a split-interest 958-30, 815

SOP 94-3 Consolidation 958-810

FSP 94-3-1 Consolidation 958-810

SOP 98-2 Joint costs 958-720

AAG-NPO Chapter:

  1 Introduction 958-10

  2 Auditing (not in ASC)

  3 Financial reporting 958-205, 210, 230

  4 Cash 958-210

  5 Contributions 958-605, 310

  6, DIG B-35 Split-interest 958-30, 815

  7 Other assets 958-605, 360

  8 Investments 958-320, 325

  9 Property, plant, and equipment 958-360

  10 Liabilities 958-405, 450, 720

  11 Net assets 958-225

  12 Exchange transactions 958-605, 310

  13 Expenses 958-720, 225

  14 Auditors’ reports (not in ASC)

  Para. 15.04 Tax 958-10



Previous Guidance Subject matter ASC (primarily)

  Rest of Ch. 15 Tax (not in ASC)

  16 Fund accounting (not in ASC)

Accounting Standards Updates Issued

During 2010 and 2011
ASU

Number

Topic Chapter

2010-01 Equity (Topic 505): Accounting for Distributions to Shareholders with

Components of Stock and Cash—a consensus of the FASB Emerging

Issues Task Force

2010-02 Consolidation (Topic 810): Accounting and Reporting for Decreases in

Ownership of Subsidiary—a Scope Clarification

2010-03 Extractive Activities—Oil and Gas (Topic 932): Oil and Gas Reserve

Estimation and Disclosures

2010-04 Accounting for Various Topic—Technical Corrections to SEC Paragraphs

2010-05 Compensation—Stock Compensation (Topic 718): Escrowed Share

Arrangements and the Presumption of Compensation

2010-06 Fair Value Measurements and Disclosures (Topic 820): Improving

Disclosures about Fair Value Measurements

9, 10

2010-07 Not-for-Profit Entities (Topic 958): Not-for-Profit Entities: Mergers and

Acquisitions

24

2010-08 Technical Corrections to Various Topics

2010-09 Subsequent Events (Topic 855): Amendments to Certain Recognition

and Disclosure Requirements

6

2010-10 Consolidation (Topic 810): Amendments for Certain Investment Funds

2010-11 Derivatives and Hedging (Topic 815): Scope Exception Related to

Embedded Credit Derivatives

29

2010-12 Income Taxes (Topic 740): Accounting for Certain Tax Effects of the 2010

Health Care Reform Acts

2010-13 Compensation—Stock Compensation (Topic 718): Effect of

Denominating the Exercise Price of a Share-Based Payment Award in

the Currency of the Market in Which the Underlying Equity Security

Trades—a consensus of the FASB Emerging Issues Task Force

2010-14 Accounting for Extractive Activities—Oil & Gas—Amendments to

Paragraph 932-10-S99-1

2010-15 Financial Services—Insurance (Topic 944): How Investments Held

through Separate Accounts Affect an Insurer’s Consolidation Analysis of

Those Investments—a consensus of the FASB Emerging Issues Task

Force

2010-16 Entertainment—Casinos (Topic 924): Accruals for Casino Jackpot

Liabilities—a consensus of the FASB Emerging Issues Task Force

2010-17 Revenue Recognition—Milestone Method (Topic 605): a consensus of

the FASB Emerging Issues Task Force

9

2010-18 Receivables (Topic 310): Effect of a Loan Modification When the Loan Is

Part of a Pool That Is Accounted for as a Single Asset

2010-19 Foreign Currency (Topic 830): Foreign Currency Issues: Multiple Foreign

Currency Exchange Rates

2010-20 Receivables (Topic 310): Disclosures about the Credit Quality of

Financing Receivables and the Allowance for Credit Losses



ASU

Number

Topic Chapter

2010-21 Accounting for Technical Amendments to Various SEC Rules and

Schedules

2010-22 Accounting for Various Topics—Technical Corrections to SEC Paragraphs

2010-23 Health Care Entities (Topic 954): Measuring Charity Care for Disclosure

2010-24 Health Care Entities (Topic 954): Presentation of Insurance Claims and

Related Insurance Recoveries

2010-25 Plan Accounting—Defined Pension Plans (Topic 962): Reporting Loans to

Participants by Defined Contribution Plans

2010-26 Financial Services—Insurance (Topic 944); Accounting for Costs

Associated with Acquiring or Renewing Insurance Contracts

2010-27 Other Expenses (Topic 720): Fees Paid to the Federal Government by

Pharmaceutical Manufacturers

2010-28 Intangibles—Goodwill and Other (Topic 350): When to Perform Step 2 of

the Goodwill Impairment Test for Reporting Units with Zero or Negative

Carrying Amounts

22

2010-29 Business Combination (Topic 805): Disclosure of Supplementary Pro

Forma Information for Business Combinations

24

2011-01 Receivables (Topic 310): Deferral of the Effective Date of Disclosures

about Troubled Debt Restructurings in Update No. 2010-20

2011-02 Receivables (Topic 310): A Creditor’s Determination of Whether a

Restructuring Is a Troubled Debt Restructuring

9

2011-03 Transfers and Servicing (Topic 860): Reconsideration of Effective Control

for Repurchase Agreements

2011-04 Fair Value Measurement (Topic 820): Amendments to Achieve Common

Fair Value Measurement an Disclosure Requirements in US GAAP and

IFRS

10

2011-05 Comprehensive Income (Topic 220): Presentation of Comprehensive

Income

2011-06 Other Expenses (Topic 720): Fees Paid to the Federal Government by

Health Insurers

2011-07 Health Care Entities (Topic 954): Presentation and Disclosure of Patient

Service Revenue, Provision for Bad Debts, and the Allowances for

Doubtful Accounts for Certain Health Care Entities

4

2011-08 Intangibles—Goodwill and Other (Topic 350): Testing Goodwill for

Impairment

22

2011-09 Compensation—Retirement Benefits—Multiemployer Plans (Subtopic

715-80): Disclosures about an Employer’s Participation in a

Multiemployer Plan

25
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Chapter 1

OVERVIEW OF NOT-FOR-PROFIT

ORGANIZATIONS

Perspective and Issues

Key Differences between Not-for-Profit and Profit

Organizations

Resource Use Consideration

Generally Accepted Accounting Principles

PERSPECTIVE AND ISSUES

Not-for-profit organizations represent a significant portion of

the economy of the United States. Over one million of these

organizations provide almost every conceivable type of

service from education to politics, from social services to

country clubs, and from religious to research organizations.

The number and importance of these organizations to the

overall US economy continues to grow. The Financial

Accounting Standards Board (FASB) defines not-for-profit

organizations by distinguishing them from profit

organizations. It defines not-for-profit organizations as

entities that possess the following characteristics not

usually found in other organizations:

1. They receive contributions from significant resource

providers who do not expect a commensurate or

proportionate monetary return.

2. They operate for purposes other than to make a profit.

3. There is an absence of ownership interests like those

of business enterprises.



NOTE: Item 1. above describes transactions that are sometimes

called “nonexchange” transactions. In a typical contribution to a

not-for-profit organization, the giver (donor) and the receiver

(the not-for-profit organization) do not exchange items of

equivalent value—the not-for-profit organization receives the

majority of the value in the actual transaction. The donor

compensates for this difference by obtaining value separate

from the transaction, such as through a tax deduction that it is

likely to receive, recognition, goodwill, or simply a good feeling

about supporting a cause that the donor believes is worthwhile.

While not-for-profit organizations share many of the same

accounting principles as commercial enterprises, their

accounting and financial reporting is quite unique because

the focus of financial reporting for not-for-profit

organizations is not on the measurement of net income.

Reflecting this, and other differences, the FASB has issued

some pronouncements specifically affecting the accounting

and financial reporting of not-for-profits. In addition, the

application of the FASB’s other accounting standards to not-

for-profit organizations typically requires some modification

for applying those standards to not-for-profit organizations

because the primary focus of financial reporting for not-for-

profit organizations is not on the measurement of net

income or comprehensive income.

Typically, not-for-profit organizations are controlled by

boards of directors composed of individuals who generally

volunteer their time. The size of not-for-profit organizations

varies greatly. A small not-for-profit organization may have

no paid staff; all functions may be performed by a governing

board and volunteers. On the other hand, some not-for-

profit organizations are quite large with hundreds or even

thousands of employees, such as a university, a health-

related research association, or a large cultural organization

such as a museum. When a small, newly formed

organization becomes large enough or complex enough in

operation to require it, the board may delegate either



limited or broad operating responsibility to a part-time or

full-time paid executive. This executive may be given any

one of many alternative titles—president, executive director,

administrator, manager, etc. Regardless of the size of the

not-for-profit organization, the board will usually appoint one

of its own part-time volunteer members as treasurer. In

most cases, the treasurer is second in importance only to

the chairperson of the board because the ability of the

organization to carry out its programs is based upon strong

oversight and administration of its finances.

Every board member has a fiduciary responsibility for all of

the affairs of the organization, including finances. While the

treasurer may be charged with paying special attention to

this area, this does not excuse any board member from

exercising diligent oversight in the finance, as well as all

other areas of operation.

NOTE: In many instances, the board member designated as

treasurer is a businessperson who is active in both professional

and community affairs and has only a limited amount of time to

devote to the organization. Therefore, financial awareness from

the rest of the board is necessary as is the appropriate

development of a financial function within the organization that

has the appropriate skill set given the size of the organization.

The treasurer has significant responsibilities, including the

following:

1. Keeping financial records

2. Preparing accurate and meaningful financial

statements

3. Budgeting and anticipating financial problems

4. Safeguarding and managing the organization’s

financial assets

5. Complying with federal and state reporting

requirements

While this list certainly is not all-inclusive, most of the

financial problems the treasurer will face are associated with



these five major areas.

In the public company commercial accounting

environment, the role of the Board of Directors (including

Board members who are part of an organization’s Audit

Committee) has come under close scrutiny recently. This

scrutiny has a number of different causes, but certainly the

inappropriate (or perceived inappropriate) application of

accounting principles by a number of these public

companies can be described as one of the more important

factors leading to this scrutiny.

While the circumstances receiving public attention relate

primarily to public companies, not-for-profit organizations

are not immune to the misapplication of accounting

principles. Boards of directors, management, and

independent auditors of not-for-profit organizations must be

vigilant to ensure that accounting principles used are

appropriate and are appropriately applied. In addition to

meeting the “letter of the law” as found in various

accounting standards, not-for-profit organizations must

ensure that the applications of generally accepted

accounting principles to their financial statements results in

statements that truly do present fairly the activities and

financial position of the organization.

Not-for-profit organizations that are large enough to be

required by the laws and regulations of the state in which

they are located to have their financial statements audited

each year (or in some cases compiled or reviewed) are

increasingly establishing audit committees to oversee this

obligation. Generally the audit committee members

represent a subgroup of the members of the board of

directors, although sometimes nonboard members are

invited to join audit committees.

Audit committees generally concern themselves with

ensuring the integrity of the financial reporting process of

the not-for-profit organization by understanding and


