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“I’m Not an Accountant!”
Clarifying the Confusion

“I’m Not an Accountant!” –
Clarifying the Confusion
• Real World Perspective
– Art Farris, local nonprofit accountant
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Clarifying the Confusion
• Topics Covered:
– Donor restricted funds
– Property & equipment
– Noncash contributions
– Financial Statements

Donor Restricted Funds
•
•
•
•

Unrestricted Funds
Board‐designated Funds
Temporarily Restricted Funds
Permanently Restricted Funds
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Donor Restricted Funds
• Unrestricted Funds
– Funds that are free from donor restrictions and
available for general use
– Most common form of contribution received and
essential in covering operational needs

Donor Restricted Funds
• Board‐designated Funds
– Funds earmarked by the Board for a specific
purpose
– Unrestricted – Board can redirect funds at any
time
• Ex) Endowment fund (Quasi endowment)
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Donor Restricted Funds
• Temporarily Restricted Funds
– Funds that have donor‐imposed restrictions
• Time Restriction ‐ (Ex) For use in future years
• Purpose Restriction ‐ (Ex) Scholarships, New Building
• Restrictions can include both time and purpose

Donor Restricted Funds
• Permanently Restricted Funds
– Funds that have donor‐imposed restrictions that
never expire
– Most commonly seen with endowments
• Principle is to be held in perpetuity
• Income generated for unrestricted or temporarily
restricted purposes
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Donor Restricted Funds
• Why should you care?
– Legal Obligation
• Right to reclaim funds if not used properly
• Civil/criminal lawsuits against board
members/management

– Required by Generally Accepted Accounting
Principles (GAAP)

Donor Restricted Funds
• Real World Examples
– Princeton University (2008)
• Misuse of endowment funds for broad programs
• $100 million settlement repaid to donor

– Yale University (1995)
• Implementation of Western Civilization curriculum
• $20 million repayment
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Donor Restricted Funds
• 7 Keys to Proper Management
#1 ‐ Understanding the donor’s intent
– verifiable written documentation

#2 ‐ Only use restricted fund for intended purpose
#3 ‐ Never borrow from restricted funds
#4 ‐ Properly plan and budget for usage of funds

Donor Restricted Funds
• 7 Keys to Proper Management (cont’d)
#5 ‐ Use monthly financial reporting to avoid
inadvertent usage of restricted funds
#6 ‐ Educate and effectively communicate with all
staff and board members
#7 ‐ Don’t be afraid to turn down restricted
donations or offer alternative restrictions
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Donor Restricted Funds
• Best Practices ‐ Recordkeeping
– Maintain donation records/files for all donors
– Retain documents that support the donor‐imposed
restrictions or the lack there of
– Leverage accounting/office software to properly track
restricted funds
– Incorporate procedural manuals for staff to help
define roles and responsibilities

Property & Equipment
•
•
•
•

Capitalization v. Expensing
Depreciation methods & Useful lives
Additions & Disposals
Monitoring Assets
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Property & Equipment
• Why should you care?
– Users of the financial statements need to know
• Management/Board Members (decision making)
• Donors & Lenders (expectations)

– Property loss insurance records
• Fire? Vandalism?

– Required by GAAP

Property & Equipment
• Definition
– Assets used in an organization’s operations that
have an estimated useful life longer than one year
• Buildings used as operating facilities
• Office furniture
• Computers and other administrative equipment
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Property & Equipment
• Matching Principle
– Reasonable and consistent matching of revenue
and expenses by allocating the cost of property &
equipment over it estimated useful life
• Capitalization (Statement of Financial Position)
• Depreciation Expense (Statement of Activities)

Property & Equipment
• Capitalization Policies
– Capitalization & Depreciation
• Significant cost typically > $500; and
• Useful life greater than 1 year

– Expense
• Insignificant cost typically < $500; or
• Useful life less than or equal to 1 year
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Property & Equipment
• Common Useful Lives
– Estimated by management
•
•
•
•

Office equipment ‐ 5 years
Furniture & Fixtures ‐ 7‐10 years
Improvements ‐ 10‐20 years
Buildings ‐ 40 years

Property & Equipment
• Depreciation Methods
– Straight Line Method
• Cost of the asset is spread evenly
over its useful life
• Most commonly method used by
nonprofits
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Property & Equipment
Purchase illustration: $1,000 Laptop over 5 yr useful life

Equipment (Asset)

12/31/2014

12/31/2015

12/31/2016

12/31/2017

12/31/2018

$

$

$

$

$

Accumulated Depreciation

1,000

1,000
(400)

(200)

1,000
(600)

1,000
(800)

1,000
(1,000)

Net Book Value

$

800

$

600

$

400

$

200

$

0

Depreciation Expense

$

200

$

200

$

200

$

200

$

200

Property & Equipment
• Disposal of assets
– Sell, junk or trade
– Removes asset cost and accumulated depreciation
from the books and recognizes a gain/loss on the
Statement of Activities
– Gain/Loss = Proceeds less net book value of asset
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Property & Equipment
• Best Practices
– Written capitalization policy
– Periodic monitoring of assets
• Take inventory of assets
• Annually review inventory to monitor theft loss or
obsolescence
• Assists in proper valuation of assets on financial statements

Noncash Contributions
• Donations in the form of goods and
service in lieu of cash
• Donated utilities and facilities
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Noncash Contributions
• Why should you care?
– Helps to track true costs of fundraisers
• Help to plan from fundraiser needs and expectation
from year to year

– IRS requirements
– Required by GAAP

Noncash Contributions
• Recognition (FMV)
– Recognized at fair market value (FMV) as of the date
of the gift
– If the gift is marketable securities, the value is the
average of the highest and lowest selling prices for the
day
– Appraisal may be needed if the FMV is not readily
obtainable
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Noncash Contributions
• Who determines the value:
– Donor is responsible for determining FMV
– Organizations should not provide fair market
values for noncash contributions
– FMV > $5,000 = Formal Appraisal Required (donor
needs to provide)

Noncash Contributions
• Example – Real Property
– Gift
• ABC nonprofit, received a building and land as a gift from a local
corporation for use as an education and training center for ABC’s
programs.

– Recognition
• ABC nonprofit recognizes the property as an asset and as
contribution support at its fair value on the date of the gift. The
asset is capitalized and depreciated over it useful life. Estimated
fair value would be obtained by a property appraisal.
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Noncash Contributions
• Recognition of donated services
• Does the service create or enhance a nonfinancial
asset; or
• Require specialized skills, are provided by entities or
persons possessing those skills, and would be purchase
if they were not donated

Noncash Contributions
• Example – Plumbing services
– Gift
• ABC nonprofit sustains a water leak and Bob, the local
philanthropist and certified plumber fixes the leak and donates his
labor.

– Recognition
• ABC nonprofit recognizes the contribution support and the
offsetting expense at the fair value of the services provided.
Estimated fair value would be determined by the hourly rate and
material cost that would have been charged if the work was not
donated.
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Noncash Contributions
• Example – Volunteer services
– Gift
• ABC nonprofit provides long term care for the elderly. Through a
partnership with a local high school, students contribute 10 hours a
week performing duties such as talking with patients, distributing
books, reading and playing chess with their patients. ABC nonprofit
does not typically pay for these services or similar services.

– Recognition
• ABC nonprofit would NOT recognize the contributed services. The
services do not enhance a nonfinancial asset. The services do not
require specialized skills, nor would they typically need to purchase
the services if not provided by donation.

Noncash Contributions
• GAAP versus IRS Requirements
– Donated services
• GAAP = Yes
• IRS = No

– Donated use of facilities/reduced rent
• GAAP = Yes
• IRS = No

– IRS requirements covered in more detail later
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Financial Statements ‐ Beyond the
Numbers
• Common Users
– Management/Board Members
– Donors/Grantors
– Lenders

Beyond the Numbers
• Types of Financial Statements
– Self prepared (no external assurance)
– Compiled Financials (no external assurance)
– Reviewed Financials (negative assurance)
– Audited Financials (positive assurance – opinion)
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Beyond the Numbers
• Audit Benefit
– Transparency can result in increased donor funds
– Access to larger pool of funds
• Grants
Ex) United Way

• Foundation funds

Beyond the Numbers
• Why should you care?
– Management Perspective
• How do I make proper financial decisions?

– Donor Perspective
• What is my donation going to mean to your organization?
• If I invest in your organization, will you be good stewards of my
money?

– Lender Perspective
• Can I rely on your organizations’ financial statements?
• What is your ability to repay debt obligations?
• Preference for higher level of assurance
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MYTH
Hoarding Cash is Bad!
‐‐‐‐‐‐‐‐‐‐‐‐‐‐‐‐‐‐‐‐‐‐‐‐‐‐
Sustainability &
Financial Strength

Source: PPC Financial Statement ‐ Illustrative Example

What restrictions exist on
the assets?
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Where is our support
coming from and is it
restricted?

Detailed by function
on Statement of
Functional Expenses

MYTH
Profit is Bad!
‐‐‐‐‐‐‐‐‐‐‐‐‐‐‐‐‐‐‐‐‐‐‐‐‐‐
Profit =
Sustainability &
Financial Strength
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How are we
spending
donor funds?
Programs ?
Admin ?
Fundraising ?

Program

76%

Admin

19%

Fundraising 5%
What functional
allocation
should we strive
for?
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CHARITY NAVIGATOR – Online Charity Ratings
Administrative Expenses
Percent of total functional expenses spent on management/general (lower is better)
Converted Score:

10

7.5

5

2.5

0

General:

0% ‐ 15%

15% ‐ 20%

20% ‐ 25%

25% ‐ 30%

> 30%

Food Banks, Food
Pantries & Food
Distribution

0% ‐ 3%

3% ‐ 5%

5% ‐ 10%

10% ‐ 15%

> 15%

Fundraising
Organizations

0% ‐ 7.5%

7.5% ‐ 12.5%

12.5% ‐ 20%

20% ‐ 25%

> 25%

Community
Foundations

0% ‐ 10%

10% ‐ 15%

15% ‐ 20%

20% ‐ 25%

> 25%

0% ‐ 17.5%

17.5% ‐ 25%

25% ‐ 30%

30% ‐ 45%

> 45%

Museums

Source: www.charitynavigator.org

CHARITY NAVIGATOR – Online Charity Ratings
Fundraising Expenses
Percent of total functional expenses spent on fundraising (lower is better)

Converted
Score:

10

7.5

5

2.5

0

General:

0% ‐ 10%

10% ‐ 15%

15% ‐ 20%

20% ‐ 25%

> 25%

Public
Broadcasting
and Media

0% ‐ 20%

20% ‐ 25%

25% ‐ 30%

30% ‐ 35%

> 35%

Source: www.charitynavigator.org
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Source: PPC Financial Statement ‐ Illustrative Example

BREAK TIME
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