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Differences between Nonprofit and For Profit Financial 
Statements: An Overview 

Rick Antle and Stanley J. Garstka 

 This note provides an overview of the differences in format and structure between the 
basic financial statements in the for-profit and not-for-profit sectors.  It also highlights several of 
the major accounting principles and standards of not-for-profit accounting necessitated by 
restrictions associated with the funding sources of not-for-profits.1 A basic knowledge of for-
profit accrual accounting is assumed. 

The Basic Statements 
 The table below enumerates the basic required statements of entities in each of these two 
sectors.   

 For-
Profit 

Not-For-
Profit 

Balance Sheet (Statement of Financial Position) X X 
Income Statement X  
Statement of Changes in Shareholders’ Equity X  
Cash Flow Statement X X 
Statement of Activities  X 
Statement of Functional Expenses  X 

 

 We will use the financial statements of The Oregon Humane Society (OHS) to inform our 
discussion.   OHS is a stand-alone, private animal welfare organization founded in Portland, 
Oregon, in 1868. It has a variety of sheltering, medical, education and rescue programs and is 
funded entirely by private donations and earned service revenue.2 

The Balance Sheet 

 Both of the sectors require balance sheets.  While there are many similarities between the 
balance sheets of for-profits and not-for-profits there are also several major differences.  The 
major difference is that there is no equity section in the not-for-profit statement as there are no 
shareholders in a not-for-profit. Instead, the for-profit shareholders’ equity section is replaced by 
a section entitled “net assets”.  The net asset section shows the sources of its funding and any 
restrictions associated with that funding.  There are two basic categories of funding: funding that 
comes without any donor restrictions and funding that comes with donor restrictions.  Donor 

 
1 Chapter 1, Introduction to Financial Accounting for Not-For-Profit Entities, R. Antle and S.J. Garstka provides 
some general background on the differences between governance and funding of not-for-profit entities and for-
profit entities. These governance and funding differences necessitate different GAAP. 

2 The OHS audited financial statements along with its annual report can be accessed at 
https://www.oregonhumane.org/resources-publications/publications/ 

https://www.oregonhumane.org/resources-publications/publications/


September 13, 2019 2 DRAFT 

restrictions can be either temporary in nature (this funding must be used for a specific purpose or 
in a particular time period) or permanent (the contribution must be held in perpetuity and only 
future earnings on the gift may be spent). Refer to the statement of financial position for OHS 
shown below.  The OHS net asset balances shows net assets both unrestricted and restricted.  

Somewhere in the financial statements the reader must be given information as to the nature of 
the restrictions on net assets.  There are various options of doing this.  Sometimes it is on the 
face of the balance sheet and more often, more detailed information is given in the footnotes.     
This is the basic challenge of nonprofit statements—to convey to users the nature of restrictions 
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on the net assets and to enable the reader to assess whether or not the nonprofit has met its 
fiduciary responsibilities with respect to these restrictions. 

 If the Board of the nonprofit has earmarked some unrestricted assets for specific 
purposes, it must be disclosed.  But notice, even if assets have been designated by the Board they 
as still listed as unrestricted as ONLY DONORS can place binding restrictions on assets.  The 
Board could change its mind and redesignate the assets for some other use. 

 Without going into great detail another basic issue for readers of nonprofit statements is 
to assess liquidity.  For instance, some cash, or for that matter all of it, may have donor 
restrictions on it as to purpose.  Maybe it can only be spent on specific programs.  Furthermore, 
not all of the cash in OHS is necessarily listed in the cash account—some of it might be included 
in the investment/endowment accounts.  We will come back to this liquidity assessment issue 
later on. 

 Even in the basic statement of financial position there are several presentation options in 
nonprofit statements.  See the example below for the Portland Art Museum.  For each category  
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of asset and liability the amount of that asset or liability are broken up between unrestricted and 
restricted. But do not confuse unrestricted with liquidity.  While the museum has a large amount 
of unrestricted assets most of them are tied up in property and equipment, a very illiquid asset! 

 One other interesting item for museums, universities, or nonprofits in general that have 
art collections.  Notice in the Portland Art Museum balance sheet above there is not an asset 
entitled “Collections”.  Most museums and nonprofits with art collections have chosen not to 
include the value of their collections in their statements of financial condition under an FASB 
rule which, if they agree to adhere to, permits nondisclosure.  The Portland Museum last 
disclosed their collection value in the financial statements about 15 years ago at which time the 
collection had an estimated value of over $60 million dollars. 

The Statement of Activities and Statement of Functional Expenses 
 The not-for-profit activities is an amalgam of the for-profit income statement and the 
statement of changes in shareholders’ equity.  There is no one acceptable format but the most 
common one is the columnar one like that of OHS displayed on the next page.  There is no iron 
clad definition of operations so the labeling and order of the items varies.  The activities 
statement explains the change in net assets during the reporting period.  In that sense it is more 
like the statement of changes in shareholders’ equity in for profit accounting.  Oftentimes, the 
column entitled “without donor restrictions” under operating activities is viewed as the “income 
statement”.  There always is a line in this statement called “net assets released from restrictions 
for operating purposes”.  This shows the amount of net assets that were restricted as to purpose 
or time whose time expired or there was a purpose for which the asset was used this period.   

 It is worthwhile to point out that, for heavily endowed institutions, only the amount of the 
endowment that is able to be used in the current period (usually determined by a systematic 
spending rule) would be included in operations.  The difference between what was spent from 
the endowment and the actual returns from the endowment are included in non-operating 
activities. 

 Usually the expense categories are given by program and then management and general, 
and fundraising.  A separate schedule of expenses by functional category must also be presented 
for all nonprofits.  The OHS statement of functional expenses can be viewed below. 

The Statement of Cash Flows 
 One of the most useful statements is the statement of cash flows.  This statement in both 
sectors is divided into three sections which describe cash flows from operations, financing and 
investing.  In both sectors there are two formats which can be used, the direct method and the 
indirect method.   

In the for profit sector either the direct method or the indirect method may be used as the 
primary cash flow statement in the annual report.  If the direct method is used then the indirect 
method statement, a reconciliation of net income to cash flow from operations, must be presented 
as a footnote in the statements.  If the indirect method is used then the direct method need not be 
reported. 
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 In the case of not-for-profits either the direct or indirect method statement may be used.  
If the direct method is used then it is not required to present the indirect method in a footnote.  
OHS’s direct method cash flow statement is shown above, and a footnote in which it shows the 
indirect method statement is shown below.  

 One major difference in the cash flow statements for the two sectors is the starting point 
in the indirect method statement.  In the for profit sector the starting point is net income which is 
to be reconciled to cash flow from operations.  In the not-for-profit sector the starting point is the 
change in net assets which must be reconciled to cash from operations.  Because of this there are 
usually more adjustments in the indirect method operating section because there are many 
financing and investing transactions that impact net assets and which would not impact net 
income in a for profit.   
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Important Not-For-Profit GAAP 
 Most of the important differences between 
for-profit and not-for-profit accounting center on 
accounting for contributions and it is worthwhile 
to introduce the basic issues. 

Contributions and Exchange Transactions 
“A contribution is an unconditional 

transfer of cash or other assets to an entity or a 
settlement or cancellation of its liabilities in a 
voluntary nonreciprocal transfer by another entity 
acting other than as an owner.  Those 
characteristics distinguish contributions from 
exchange transactions, which are reciprocal 
transfers in which each party receives and 
sacrifices approximately equal value.”  “A 
promise to give is a written or oral agreement to 
contribute cash or other assets to another entity.”3  
It is unconditional if it only depends on the 
passage of time or the donee having to ask for it.  
Contributions or promises that depend on the 
occurrence of an uncertain specific future event 
are termed conditional contributions and are not 
recognized as contribution revenue until the event 
occurs.  Unconditional promises to give are 
recognized as revenue when the promise is 
received.  Unconditional contributions and 
unconditional promises to give may come with 
donor restrictions (“strings”).  As mentioned 
above these “strings” may represent a temporary 

constraint on the use of the contribution (either time or purpose restriction) or a permanent 
restriction (the contribution must be held in perpetuity and only the earnings from the gift can be 
spent). 

Grants are a major source of funding for many nonprofits.  Grants can have 
characteristics of exchange transactions or contributions.  How the grant is viewed dictates how 
it will be accounted for.  Grants that require nonprofits to provide specific goods or services, or 
that reimburse a nonprofit for the costs (or cost plus) of providing a particular good or service 
should be viewed as exchange transactions (both the grantor and the nonprofit are getting 
benefits from the transaction). For example, a city agency gives a grant to a nonprofit working 
with homeless people to construct a small apartment complex.   

 
3 FASB Accounting Standards Codification glossary. 
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 Grants that are viewed as contributions usually offer support of a more general nature to 
the nonprofit, this money can be used to support your existing programs or this money can be 
used at the discretion of the nonprofit.  Empirically, most grants from governments to nonprofits 
are more like exchange transactions and grants from private funders (foundations, individuals, 
etc.) are often more contribution like.   
 

The punchline! 
 
Contributions increase cash or receivables (or other assets, or decrease liabilities) and 

simultaneously increase net assets.  Exchange transactions, when funding is received in advance 
of providing the good or service, create liabilities.   
 

 Consider the following transaction:  Suppose a customer gives a magazine publisher $100 
as a payment for the next ten issues of a magazine.  The magazine publisher (because this is an 
exchange transaction) makes the following journal entry. 

 Cash ……………………………..  100 
  Unearned revenue………..                 100 
  

It recognizes the receipt of cash and creates a liability in the same amount.  The $100 will be 
taken into revenue as the issues are sent to the customer. 

 Now suppose the recipient of the $100 is a not-for-profit and the $100 is a contribution 
with conditions but restricted to a particularly use, say scholarships for students in a university.  
The university will make the following journal entry: 

 Cash (temporarily restricted)………………..  100 

   Contribution revenue (restricted) …..                   100 

 Even though there is an obligation to use the contribution a certain way there is no 
recording of a liability and the revenue is immediately recognized.  The donor in this case is not 
the beneficiary of the scholarship and therefore it is not an exchange transaction.   

 Accounting for contributions in this manner can cause difficulties in reading and 
interpreting the not-for-profit statement.  The cash restricted as to purpose is sitting in the cash 
balance and it is not so easy to signal the restriction to the reader or the fact that it is not 
available for discretionary spending on the part of the not-for-profit.  So standard ratios such as a 
current ratio (current assets/current liabilities) do not properly assess liquidity.  

Other “Problems” Centering on Contribution Accounting   
 Another issue in reporting has to do with promised contributions which are conditional in 
nature.  For example, a donor pledges $100,000 to match other donor contributions to a 
scholarship fund at a university.  This is a conditional promise to give and until the time the 
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university receives contributions from other donors there will not be able to recognize any of the 
$100,000 pledge as revenue. 

 If the above donor actually gave the $100,000 to the university the university would 
record the receipt of the cash and would have to create a liability in the same amount as, absent 
contributions from other donors, the university would have to return the $100,000. 

 A municipality could give a forgivable loan to a not-for-profit to construct a building 
dedicated to low-income housing.  The loan would enable the not-for-profit to construct the 
building.  There would be a condition on the loan however, it would be forgiven only when the 
building is built and turned over to the city.  Until that time, the loan would appear on the not-
for-profit’s balance sheet.  So assessing long-term financial health by computing a debt equity 
ratio would be problematic, as this is not really debt for the not-for-profit, as most likely it will 
never have to be paid.   

 There are myriad issues in the accounting for 
contributions in not-for-profits that make it difficult to 
assess financial health and to understand the not-for-
profit’s progress and ability in meeting restrictions 
placed on it by donors.  That is why if anyone is 
serious about working in a not-for-profit they should 
study a bit of not-for-profit accounting before doing 
so. 

 The financial crisis of a decade ago caused many 
changes in reporting rules in not-for-profit financial 
statements.  Much more needs to be disclosed about 
classes of assets and their restrictions in footnotes to 
financial statements.  In particular, with respect to 
liquidity, every not-for-profit must estimate and 
disclose, as of the balance sheet date, the amount of 
cash expected to be available for general expenditures 
during the coming year.  See the OHS footnote 19. 
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