
Not-for-Profit Financial 
Reporting: Understanding 

the Basics



Goals for Today

• Attain basic understanding of:

• Types of financial reports a Board should expect to see for their 
organization

• Common terminology used in NFP financial reporting

• Purpose of each statement/section of a financial reporting package

• Basic understanding of how typical financial transactions are reflected in 
the financial statements

• Improve your ability to serve as a fiduciary of your organization



Your Fiduciary Duty as a Board Member

BoardSource says:

“Fiduciary duty requires board members to stay 
objective, unselfish, responsible, honest, trustworthy, 
and efficient. Board members, as stewards of public 
trust, must always act for the good of the organization, 
rather than for the benefit of themselves. They need to 
exercise reasonable care in all decision making, 
without placing the organization under unnecessary 
risk.”



Your Fiduciary Duty as a Board Member

• One of the primary responsibilities of any 
nonprofit board member is to maintain the 
financial integrity of the organization they 
serve. 

• Board members act as trustees of the 
organization’s assets and must exercise due 
diligence and oversight to ensure that the 
nonprofit is well-managed and that its 
financial status remains sound.

• If you can’t comprehend your organization’s 
financial performance, how can you possibly 
fulfil this duty?



Not-for-Profit Financial Statements: Overview

Common components of a NFP’s Financial Statement Reporting Package:

• Statement of Financial Position (aka Balance Sheet) 

• Statement of Activities (aka Profit/Loss or Income Statement)

• Statement of Functional Expenses

• Statement of Cash Flows

• Footnotes



Accounting Methods

Two primary methods organizations use to track their finances:

• Cash Basis
• Transactions recorded only when payment (cash) is received or 

paid

• Accrual Basis
• Transactions recorded when they are incurred
• When a sale is made
• When a donation is awarded
• When materials are ordered/received
• When a service is provided to the organization



Accounting Methods – Cash Basis Pros and Cons

Pros:
• Simple - Essentially just shows deposits to your bank as revenue and disbursements from the 

bank as expenses.

• Provides an accurate and easy to understand picture of cash flows

• Certain tax benefits for For-Profit organizations

Cons:
• Does not comply with GAAP (Generally Accepted Accounting Principles)

• Rarely an acceptable method for external reporting

• Does not track payables, loans, receivables, inventory, etc.

• Cannot match revenue against expenses in an accounting period
• Example: Aim Conference revenue would primarily show in August/September (when 

registration/sponsorships received), but conferences expenses would show in 
October/November (when vendors are paid)



Accounting Methods – Accrual Basis Pros and Cons

Pros:
• Provides an accurate and more complete financial picture of the organization

• Easier to match revenues with expenses
• Example: AIM Conference registration income and conference expenses would both be 

reflected in the October financial statements, regardless of when payments were 
made/received.

• Complies with GAAP (Generally Accepted Accounting Principles)

• Scales better as a business/organization grows

Cons:
• More complicated. Would require more bookkeeping expertise to record transactions properly

• Cash flow of the organization is far more difficult to understand from the financial statements





Statement of Financial Position



Statement of Financial Position

• Shows three basic components of your 
organization’s finances:

• Assets (what you own)

• Liabilities (what you owe)

• Net Assets (equity)

• Snapshot of your where your organization 
stands financially at a specific point in time

• Assets = Liabilities + Net Assets

• Net Assets = Assets - Liabilities

Assets
Net Assets
Liabilities





Statement of Financial Position



Statement of Financial Position - Assets

• Asset definition:

A resource with economic value that an 
individual, corporation, or government 
owns or controls with the expectation that 
it will provide a future benefit

• Sorted by how quickly they can be converted 
to cash on Statement of Financial Position 

• Common examples:
• Cash
• Prepaid Expenses
• Accounts Receivable
• Inventory
• Investments
• Loans/Notes Receivable
• Property and equipment



Statement of Financial Position - Liabilities

• Liability definition:

Something a person or company owes, 
usually a sum of money, that are settled 
over time through the transfer of economic 
benefits including money, goods or 
services.

• Sorted based on their due dates (i.e., how 
quickly you expect them to be paid off) on the 
Statement of Financial Position 

• Common examples:
• Accounts Payable
• Payroll owed to employees
• Deferred revenue
• Loans Payable (i.e., notes or mortgages)



Statement of Financial Position – Net Assets

• Net Asset definition:

What would remain if your organization sold 
off all its assets and paid off all its liabilities. 

• Similar concept to what “equity” is in the for-
profit world; this would be the leftover money 
the shareholders and partners actually own 
after all debts are settled. 

• Categorized based on existence or absence of 
donor restrictions

• With Donor Restrictions
• Temporarily restricted
• Permanently restricted

• Without Donor Restrictions
• Board Designated
• Unrestricted undesignated



Statement of Financial Position – Net Assets

Net Assets With Donor Restrictions

• Portion of an NFP’s net assets that are subject to donor/grantor-imposed restrictions, such when the 
funds can be used or for what purposes they can be used for 

• Temporarily restricted

• Donor/grantor restrictions that are only temporary in nature, such as those that will be met by 
the passage of time or other events specified by the donor/grantor

• Permanently restricted

• Donor/grantor restrictions that are perpetual in nature, where the donor stipulates that 
resources must be maintained in perpetuity

• E.g., corpus of an endowment fund



Statement of Financial Position – Net Assets

Net Assets Without Donor Restrictions

• Portion of an NFP’s net assets that are available for use in general operations and not subject to 
donor/grantor restrictions

• Unrestricted - Board Designated

• Restrictions established by actions/policies of the organization’s governing Board. Can be 
removed or changed through future actions taken by the Board.

• Can include funds (without donor restrictions) set aside by the Board for things like:
• Endowment funds
• Operating reserves
• Capital reserves

• Unrestricted - Undesignated

• Remaining portion of net assets without donor restrictions nor Board designations





Statement of Activities and 
Changes in Net Assets



Statement of Activities and 
Changes in Net Assets

• Shows the income and expenses of your organization 
(i.e. its financial activities) over a period of time.

• Also shows the change in your organization’s net 
assets from the beginning of the year to the end of the 
year 

• Very similar to a For-Profit company’s Profit & Loss 
(P&L) statement, but a negative change in net assets is 
not necessarily a bad thing like a lose on a P&L would 
indicate

• Expenses categorized by “natural” and/or “functional” 
classification

• Natural – Printing, salaries, supplies, postage, etc.

• Functional – Home repair program, Housing 
Counseling program, Prison Build program, 
general administration, fundraising.



Statement of Activities and 
Changes in Net Assets

Change in Net Assets vs. Profit/Loss Example: 

• Habitat Michigan (HFHM) began the year with $242k in 
restricted net assets, funds collected in previous years and 
earmarked for a specific purpose, like making home repair to 
Habitat affiliates. 

• HFHM spent (or "released") $117k of this money to issue repair 
grants to affiliates and received another $100k to add to the 
restricted net asset balance

• $242k starting balance - $117k “released” + $100k restricted 
donations received = $224k remaining at end of the year; a 
“loss” of $17k

• HFHM didn't take a loss - we simply used the funds for their 
intended purpose!



Statement of Functional Expenses

• Shows the organization’s expenses from 
the Statement of Activities and Changes 
in Net Assets, but categorized by the 
“function” of each expense

• Functions include specific programs, 
administrative/general, and fundraising 
expenses of the NFP

• Functional expense reporting required 
for NFP’s annual Form 990

• Portion of expenses used for programs 
vs. administrative costs is important to 
many donors
• Your 990s are publicly available!



Statement of Functional Expenses

• CEO receives a salary of $100k, this statement shows how much of their time (i.e. what 
percentage of their salary) is spent on management vs. fundraising vs. programs.

• What portion of your printing and postage costs are used for program needs versus 
administrative needs? This statement gives you a clearer idea of exactly what you're 
spending money on.

• NFP should have a process for determining what function each expense should be classified 
to or a standard method for allocating costs shared across programs such as by:

• Assigning staff to specified departments/programs

• Allocating office expenses based on square footage used for program vs. admin staff

• Allocating salaries based on hours worked for specific programs



Statement of Cash Flows



Transaction Examples






