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CONTRIBUTIONS: THE BASICS 
 
 One unique aspect of nonprofits is that people and organizations donate things to them. A 
donation is a gift. It is a transfer of resources without direct compensation being received in 
return.  
 Of course, it could be argued that every donor receives something in return, namely the 
pleasurable feeling derived from doing a good deed. But when we say “direct compensation,” we 
mean to exclude psychic rewards. Direct compensation means that either money or a valuable 
good or service is received in return for the transferred resources. 
 
 Another way to define gifts focuses on intent. A donation is a transfer of resources for the 
purpose of helping the recipient or someone they will help, and nothing further. That is, no 
compensation other than the knowledge that one has helped is received. 
 
 Although putting exact words around the idea is surprisingly difficult, the exercise points 
to the view that a donation is made because of the way the donated item is expected to be used, 
and not because of any direct compensation to the donor. For example, when a bank loans money 
to a university, the bank is not making a donation. It expects to be compensated in the form of 
being repaid the principal of the loan plus interest. The bank cares about how the nonprofit uses 
the funds only to the extent that it affects the likelihood that the bank will be repaid the principal 
and the interest it has earned. The donor of funds used to endow a scholarship fund receives no 
direct repayment, but obtains satisfaction when the funds are used for the intended purpose – to 
help finance the education of the targeted recipients. 
 
 Accounting for contributions is at the heart of nonprofit accounting.  Is a “gift” really a 
gift or does the donor expect something in return, that is, is it a contribution or an exchange 
transaction?  If it is a contribution does it come with any donor imposed restrictions (e.g. it can 
only be used to support program A in the nonprofit (purpose restriction), it can only be used in a 
particular period or periods (time restriction), or it needs to be invested in perpetuity and only the 
investment proceeds may be used to support activities of the nonprofit (permanent restriction))?  
And finally, what is the value of the gift—not such an easy question when the gift is in-kind. 
 
Contribution or Exchange Transaction? 
  

“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.”1  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 

 
1 FASB Accounting Standards Codification glossary. 
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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). For the moment let’s focus on cash contributions and unconditional 
promises to give cash in the future.  

 
Cash Contributions 
 
 We will consider noncash contributions in the next section.  The following examples 
should clarify some of the terminology and definitions. 
 
Example 1:  A donor gives a nonprofit hospital $500 to be used any way the hospital wishes to 
spend it to meet its mission.  This is a voluntary, unconditional, nonreciprocal, unrestricted 
transfer of assets from a donor to the nonprofit.  As such, the hospital can recognize the receipt 
of the cash and contribution revenue (an increase in unrestricted net assets). 
 
 Cash…………………………................................... 500 
  Contribution revenue (unrestricted)………… 500 
 
Example 2: Same as in Example 1 but the donor restricts the use of the money to the creation of 
new educational programs for nurses. While this is recognized as contribution revenue it must be 
recorded as temporarily restricted. 
 
 Cash…………………………...................................... 500 
  Contribution revenue (temporarily restricted)… 500 
 
 When money is spent to create a new educational program for nurses the hospital would 
recognize an expense and change the classification of $500 of temporarily restricted assets to 
unrestricted because the restriction will have been met. 
 
Example 3:  Now suppose a donor gives a hospital $500 with the understanding that the money 
must be returned to the donor if the hospital does not receive donations of at least $500 during 
the next 6 months to create new nursing programs. This is a conditional gift and as such no 
revenue can be recognized as the condition is not met.  Since the hospital indeed has the cash it 
must recognize a liability to return the funds if the condition is not met. 
 
 Cash…………………………...................................... 500 
  Refundable gift ……………………………… 500 
If the additional $500 is raised within 6 months the following entry will be made: 

 
 Refundable gift…………………………....................  500 
  Contribution revenue (temporarily restricted). 500 
And if the additional $500 is not raised the money will be returned and recognized as follows: 
 Refundable gift………………...................................... 500 
  Cash…………… ……………………………… 500 
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 Unconditional promises to give are treated similar to accounts receivable in for profit 
accounting.  If there is no reliable history for the contribution receivable the contribution is 
recognized at its present value along with contribution revenue.  If the contribution is part of a 
group of similar contributions for which there is a known default history the allowance method 
of accounting is used. 
Example 4:   
 On June 30, 2019, Example University receives an unconditional promise to give in the 
amount of $10,000.  The $10,000 will be received on June 30, 2024.  Example University has a 
fiscal year ending June 30 and uses a 3% discount rate for such pledges.  Furthermore, 
experience shows that there is a 6% chance of default on such pledges. 
 
June 30, 2019:  To record the receipt of the pledge 
 Contributions receivable (TR)……………..…… 10,000.00 
  Contribution revenue (TR)……………… 8,629.092 
  Discount on contributions receivable……   1,370.91 
 
 Bad Debts Expense ……………………………….  517.75 (.06*8,629.09) 
  Allowance for doubtful accounts…………      517.75 
 
 
June 30, 2020:  To amortize discount on contributions receivable 
 
 Discount on contributions receivable…………….  258.87 (.03*8629.09)    
  Contribution revenue (TR)………….….      258.87 
 
 Bad Debts Expense ……………………………….   15.53 (.06*258.87) 
  Allowance for doubtful accounts…………        15.53 
 
June 30, 2021:   To amortize discount on contributions receivable 
 
 Discount on contributions receivable…………….    266.64    
  Contribution revenue (TR)………………     266.64 
 
 Bad Debts Expense ……………………………….  16.00  
  Allowance for doubtful accounts…………       16.00   
 
 Table 2.1 shows the complete amortization schedule for the 5 year period until the pledge 
is collected.  When the pledge is collected the following journal entry will be made. 
 
June 30, 2024:   To show collection of pledge 
 Cash……………. ……………………….   10,000    
  Contribution receivable (TR)……     10,000 
  

 
2 $8,629.09 = (10,000/(1.03)5) 
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 Suppose instead that this receivable defaults right at the beginning of year 2.  This would 
result in the following journal entry3. 
 
 Allowance for doubtful accounts………     8,887.96 
 Discount on contributions receivable ….     1,112.04  (1,370.91 – 258.87) 
  Contribution receivable (TR) …      10,000 
 
 
Table 2.1:  Example University ($10,000 unconditional promise to give) 
 

YR  
Receivable 
Beginning 
Balance 

Discount 
Beginning 
Balance 

Amortized 
Discount 

Bad Debts  
Expense 

Discount 
Ending 
Balance 

Receivable 
Ending 

 Balance 

1 $8,629.09 $1,370.91 $258.87 $15.53 $1,112.04 $8,887.96 

2 $8,887.96 $1,112.04 $266.64 $16.00 $845.40 $9,154.60 

3 $9,154.60 $845.40 $274.64 $16.48 $570.76 $9,429.24 

4 $9,429.24 $570.76 $282.88 $16.97 $287.88 $9,712.12 

5 $9,712.12 $287.88 $287.88 $17.27 0 $10,000 

 
 Note that the discount on the contribution is amortized into contribution revenue over the 
time period until the contribution is expected to be received in cash.  As the discount is 
amortized the bad debt expense is simultaneously increased as well. 
 Later on, in a future chapter we, will return to other more complex cash contributions 
which are somewhat unique to nonprofits. This broad category of donations is referred to as 
split-interest-agreements.  A nonprofit shares financial benefits from a trust or pool of funds that 
may be managed by the nonprofit or by an external trustee or fiscal agent. 
 
GRANTS: CONTRIBUTIONS or EXCHANGE TRANSACTIONS 
 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.   
 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.  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.  Be sure to read 

 
3 No adjustment is made to bad debt expense.  Like in accounting for accounts receivable it is assumed that the 6% 
default rate is historically accurate. 
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any footnote material in a financial report dealing with grants so that you will understand how 
they affect the numbers in the statements. 
 
Example 5: Achievement First Brooklyn Charter Schools 
 

 Figure 2.1a and 2.1b contain the grant footnote and the balance sheet from the 
Achievement First Brooklyn Charter Schools’ 2018 audited financial statements.  The footnote 
indicates that all grants have been evaluated as having traits closer to exchange transactions than 
to contributions. As such the balance sheet shows that on 6/30/17 Achievement had a grant 
receivable from NYC Department of Education.  Achievement had provided services to students 
for which they had not received reimbursement from the City.  Because it was earned, the 
revenue was booked and the receivable shown.  On 6/30/18 the reverse situation occurred.  
Achievement had received funds from the City in excess of the value of the services provided to 
students.  This does not show up as grant or contribution revenue as this is an exchange 
transaction.  Either Achievement will have had to return $246,092 to the City or it is obligated to 
provide this much in service to students.  Once the service had been provided Achievement will 
recognize the $246,092 as revenue.  

 
Figure 2.1a:  Achievement First Brooklyn Charter Schools Grant Footnote 

 
 
The asset, “Government grants and other receivables” indicates that Achievement has 

already provided the services or delivered programs under government grants, submitted a “bill” 
to the governmental agencies for reimbursement and simultaneously recognizes the earned 
revenue.  Many government agencies pay after the nonprofit has incurred costs to provide the 
services required by the grant. 
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Figure 2.1b:  Achievement First Brooklyn Charter Schools Balance Sheet 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

EXAMPLES OF GIFTS IN KIND (noncash gifts) 
  It is very common for nonprofit entities to receive noncash gifts, referred to as gifts in 
kind.  Nonprofits are often the recipient of gifts of fixed assets (buildings, trucks, etc.) building 
materials, food and medicines for redistribution, works of art for their collections and for resale, 
clothing, goods given to be sold at fundraising events, as well as many other items.  They also 
are the beneficiaries of the work of volunteers.  They may receive loans with no interest 
payments required or loans at below market rates of interest.  Sometimes their loans are forgiven.  
Myriad accounting issues arise with respect to these sorts of gifts in kind.  Which of these gifts 
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should be recognized in the financial statements?  When should they be recognized?  How 
should they be valued?    

 
Volunteer labor 

With respect to volunteer labor, the footnote in Figure 2.2, taken from the 2018 audited 
financial statements of Habitat for Humanity of Metro Denver, Inc. spells out the two GAAP 
criteria for recognizing volunteer labor in the financial statements.  

 
Figure 2.2: Habitat for Humanity of Metro Denver Volunteer Labor  

As an example, the labor of volunteer “pin stripers” in a hospital would not be accounted 
for as the hospital would not hire these volunteers if they had to pay for them.  In the case of 
Denver habitat the following journal entry is made when volunteers construct houses (because 
the voluntary labor increases the value of a nonfinancial asset, the house under construction, and 
would have to be paid for if not donated). 

The following journal entry is made when volunteers construct houses (because the 
voluntary labor increases the value of a nonfinancial asset, the house under construction, and 
would have to be paid for if not donated). 

 
 Construction in Progress……………..   xx 
  Contributed labor revenue…..              xx 
 
The construction in progress account becomes cost of homes sold (an expense) when the 
property is transferred to an owner.   
  



                                                                                                              ©Rick Antle and Stanley J. Garstka, Not to be quoted without authors’ permission. 

9 
 

 The value of contributed labor can be substantial and in some instances the nonprofit 
might have to scale back what it does in the absence of volunteer labor.  Figure 2.3 contains a 
footnote relating to volunteer labor from the Oregon Humane Society. The labor donated last 
year (2018) was the equivalent of 135 full time employees (none of which appears as 
contribution revenue in the statement of activities).  Obviously managing an army of volunteers 
does not come without costs.  Figure 2.4 shows the cost of managing the volunteer labor. 
Figure 2.3: Oregon Humane Society Volunteer Labor 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 2.3: Oregon Humane Society Statement of Functional Expenses excerpt 
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Forgivable Loans 
 
 It is not uncommon for municipalities, states and foundations to loan money to nonprofit 
organizations to construct various kinds of housing associated with social program delivery 
(homeless shelters, subsidized housing, halfway houses, etc.). These “construction loans” are 
forgiven once the agreed upon housing is constructed and turned over to the funder to carry on 
its social program. As an example, consider the following note taken from Habitat for Humanity 
of Metro Denver’s 2018 financial report. 
 
Figure 2.4: Habitat for Humanity of Metro Denver (Forgivable Loans) 

 
 
 Figures 2.5, 2.6 and 2.7 contain portions of the Habitat’s financial statements for the 2018 
fiscal year. For the moment, think of the statement of activities as the nonprofit’s income 
statement.  This is not literally true and we will develop a more comprehensive understanding of 
this in chapters 3 and 4.  However, revenues and expenses are the revenues and expenses we are 
familiar with from for profit accounting and this knowledge alone will enable us to see some 
things about contributions and how they appear in the statements.  The statement of financial 
position (balance sheet) and the statement of cash flows are very similar to their for profit 
equivalents.  Again, in the next couple of chapters we will get into the finer detail of the 
differences and similarities in these statements across the sectors. 
 In the statement of activities (Figure 2.5) first note the many in-kind revenues and 
expenses that appear in it: professional services, inventory, and donated inventory expense, labor 
and construction materials.  Other donated costs are hidden in other categories.  For instance, the 
donated labor and construction materials value was put into Construction in Progress and appears 
as a cost in the low cost housing program expense.  So there is both a revenue and expense for 
this item in the statement of activities. 
 
Figure 2.5: Austin Habitat: Statement of Activities 
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 Now look at the statement of financial 
position in Figure 2.6.  It looks similar to any for 
profit balance sheet with the owner’s equity 
section replaced by net assets.  We’ll just have to 
get used to seeing some assets and liabilities 
classified in different sections of the balance sheet.  
For instance, Construction in Progress is a current 
asset and Forgivable Loans Payable is a current 
liability because these are part of the normal short-
term operating activities of Austin Habitat.  While 
forgivable loans payable is one of the largest 
liabilities on Habitat’s balance sheet, is it really a 
liability as Habitat has every intention to complete 
its construction projects and meet all conditions of 
getting the loans forgiven and never have to pay 
them off?  This is just another example of another 
nonprofit theme, conditions. Technically it is debt 
in the conventional sense because all the 
conditions of forgiveness are not yet met.  But 
should we include it in the computation of Austin       

Figure 2.6: Austin Habitat: Statement of Financial Position 
Habitat’s debt to equity ratio?  Probably not.  More on that later. 

 
    Finally let’s take a quick look at 
Austin Habitat’s cash flow statement 
(Figure 2.7).  In the operating section 
we see that the balance in Forgivable 
Loans Payable went down by $911,618 
(check the balance sheet).  Even though 
this decrease is shown as a use of cash 
that really is not the case as there is an 
offsetting grant revenue in the increase 
in net assets for the year.  As the 
footnote indicates the following journal 
entry was made: 
 
Forgivable loans payable. 911,618 
      Grant revenue ……...          911,618 
 
     We will come back often to the 
indirect method cash flow statement as 
we believe it is key to relating the cash 
flow story to the accrual story to truly 
understand what is going on in the 
organization.  But first, let us consider 
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a few more examples of revenues and expenses unique to nonprofit organizations. 
 
Figure 2.7: Austin Habitat: Cash Flow Statement 

                                                                                         
Refundable Grants and 
Advances 
 The following note is taken 
from 2018 audited financial 
statements of The Trickle Up 
Program, Inc., an international 
program set up to provide seed 
capital and business training to 
impoverished populations 
around the world (see Figure 
2.8).  Trickle Up is the 
beneficiary of a $250,000 grant 
with a term of 5 years.  During 
the five year period it can use 
earnings generated by the grant 
to support its operations but 
must return the $250,000 at the 
end of the 5 year period.   
 
     At the time the grant is 
received Trickle Up makes the 
following journal entry to 
recognize the grant.  
Refundable Advance is a 
liability on Trickle Up’s 
balance sheet. 

 
 

Cash………………….…………. 250,000 
     Refundable Advance …...  250,000 
 
Every year the investment earns income of $x Trickle Up recognizes the income as grant 
revenue. 
 

Cash….. …………………………                 x                     
          Grant Revenue …………..                            x 
 
Finally when the grant is given back Trickle Up will make the following entry. 
 
 Refundable Grant ………………..    250,000 
                         Cash ……………………..                 250,000 
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The point is that only the earnings from the temporary “loan” of the money is grant revenue, the 
$250,000 is not revenue as it cannot be spent and there is an obligation to repay it. 
 
Figure 2.8: Trickle Up Program Note 
 

 
 
Subsidized Interest 

The Figure 2.9 and Figure 2.10 are excerpted from the financial statements of the 
Corporation for Supportive Housing.  Nonprofits are often the beneficiaries of no-interest or 
below market rate interest loans.  GAAP requires that interest expense be reported at a fair 
market rate in the financial statements and the difference between that market rate and what they 
actually pay is a contribution in kind. 

 
Figure 2.9: Corporation for Supportive Housing Statement of Expenses by Function 
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Figure 2.10: Corporation for Supportive Housing Interest Footnotes 
 

 

 
Other Contributions in Kind  
 

It is not difficult to find examples of nonprofits that have many different gifts in kind that 
sum to a significant portion of their total revenues.  As a reader you should always ask and try to 
understand exactly how the values were arrived at for these kinds of revenues.  Some gifts in 
kind may only be mentioned in the footnotes if there is not a reasonable basis for attaching a fair 
value to the received gift in kind.  The following is excerpted from the Boys & Girls Clubs of 
King County in Seattle, Washington (Figure 2.11). 
 
Figure 2.11: Boys and Girls Clubs of King County 
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 There is an appendix to this chapter.  Appendix 2A (Feed the Children) details an 
example of a large nonprofit that ran into trouble because of the questionable practices it used to 
value contributions of medicines.  . 
 
 
 
 
 
 
 


