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Receiving gifts is a common aspect of fundraising and operational activities for not-for-profit

entities. Properly recording these gifts ensures transparency, compliance with accounting standards,
and accurate financial reporting. When a recipient not-for-profit entity receives a gift that will be
transferred without immediate use or retention—such as a donated asset that will be passed along or
a conditional gift—it's crucial to understand how to appropriately record this transaction. This guide
provides comprehensive insights into the best practices and accounting procedures for recording
such gifts.

Understanding the Nature of Gifts in Not-for-Profit
Entities

Types of Gifts Received

Not-for-profits typically receive various types of gifts, including:
- Cash donations

- Property or physical assets (e.g., real estate, equipment)

- Securities or investments

- Services or volunteer hours

- Conditional gifts with specific transfer or usage restrictions

In the context of gifts that will be transferred without benefit to the organization, the nature of the
gift influences how it should be recorded.

Key Considerations When Recording Gifts to Be Transferred

- Legal ownership and title transfer: When ownership is transferred, the entity must recognize it
appropriately.

- Restrictions or conditions: Sometimes, gifts are conditional or have stipulations that influence
recognition.

- Timing of transfer: The date of receipt versus the date of transfer impacts the accounting
treatment.

- Valuation of the gift: Proper valuation ensures accurate financial statements.



Initial Recognition of the Gift

Cash Gifts

Cash gifts are generally straightforward to record:
- Debit: Cash or cash equivalents account
- Credit: Gift revenue or contribution income

However, if the cash is intended for transfer to a third party or will be transferred without benefit,
the organization must consider whether it recognizes revenue immediately or as a liability.

Non-Cash Gifts (Assets)

When receiving non-cash assets, the organization must:

- Determine the fair value of the asset at the date of receipt
- Recognize a corresponding asset account

- Acknowledge any restrictions or conditions attached

Recording Gifts That Will Be Transferred Without
Benefit

Accounting Treatment for Gifts Pending Transfer

When a not-for-profit receives a gift that it plans to transfer without benefit:
- The organization must decide whether to recognize it as revenue immediately or as a liability
- Typically, if the organization is merely custodial, it should record the gift as a liability until transfer

Step-by-Step Process

1. Identify the nature of the gift

- Is it cash, property, securities, or other assets?

2. Determine the fair value of the gift

- Use accepted valuation methods

3. Assess restrictions or conditions

- Are there stipulations that affect recognition?

4. Record the gift

- If the gift is intended for transfer without benefit, record as a liability
- If the gift is for organizational use, recognize as revenue
5. Track the transfer process

- Maintain documentation of transfer dates and amounts



Journal Entries Example

| When receiving the gift | | |

| | | |
| Debit: | Cash or Asset Account | For the fair value of gift |

| Credit: | Gifts Received (Liability) | Recognize as liability until transfer |

Once the transfer occurs:

| Transfer of Gift | | |

| | | I

| Debit: | Gifts Received (Liability) | Remove liability |

| Credit: | Cash or Asset Account | Transfer to third party |

Accounting Standards and Regulations

Relevant Accounting Frameworks

- Generally Accepted Accounting Principles (GAAP): In the United States, GAAP provides guidance
through FASB standards, especially ASC 958—Not-for-Profit Entities.

- International Financial Reporting Standards (IFRS): For entities outside the U.S., IFRS standards
help guide recognition and measurement.

Key Principles

- Recognition of gifts as revenue or liabilities depends on the transfer of control and ownership.
- Gifts intended solely for transfer without benefit should be recognized as liabilities until
transferred.

- Disclosure of restrictions and conditions is required in financial statements.

Best Practices for Not-for-Profit Entities

Establish Clear Policies and Procedures

- Document procedures for receiving, recording, and transferring gifts
- Define criteria for recognition as revenue versus liability
- Maintain detailed records of all transactions

Maintain Accurate Documentation

- Obtain valuation documentation for non-cash gifts
- Record restrictions or conditions attached to gifts
- Track transfer dates and recipients



Regular Reconciliation and Reporting

- Reconcile gift accounts periodically
- Report liabilities and transfers clearly in financial statements
- Ensure compliance with donor restrictions and legal requirements

Special Considerations and Common Challenges

Conditional Gifts

Gifts with conditions require careful assessment:
- When conditions are met, recognize as revenue
- If conditions are not met, keep the gift as a liability until fulfilled

Gifts Transferred Without Benefit

- Ensure that the transfer is properly documented
- Recognize the gift as a liability until the transfer occurs
- Disclose the nature of such gifts in financial statements

Handling Donor Restrictions

- Distinguish between donor-imposed restrictions and organizational policies
- Reflect restrictions accurately in the accounting records

Conclusion

Properly recording gifts that will be transferred without benefit is vital for maintaining transparency
and compliance for not-for-profit entities. By understanding the nature of these gifts, applying
appropriate accounting standards, and following best practices, organizations can ensure accurate
financial reporting and uphold donor trust. Whether dealing with cash, property, or other assets,
clear policies, meticulous documentation, and consistent application of accounting principles are
essential for managing such transactions effectively.

In summary:

- Recognize gifts as liabilities until transferred if the organization acts as a custodian or
intermediary.

- Record the fair value of the gift at receipt.

- Track restrictions and conditions diligently.

- Transfer liabilities upon completion of the transfer.

- Comply with relevant accounting standards and disclose appropriately.



By adhering to these guidelines, not-for-profit entities can accurately reflect the receipt and transfer
of gifts, supporting transparency, accountability, and compliance with regulatory requirements.

Frequently Asked Questions

How should a recipient not-for-profit entity initially record a
gift that will be transferred without receiving cash or assets
directly?

The entity should recognize a receivable or a donor restriction, recording the gift at fair value when
it is pledged or received, and note that the transfer will be made without the entity taking possession
of the assets.

What accounting entries are made when a not-for-profit
receives a gift that will be transferred directly to a third party?

The organization records a receivable or contribution receivable and a corresponding contribution
revenue, with disclosures about the transfer agreement and any restrictions, until the transfer
occurs.

How does a not-for-profit recognize the transfer of a gift that
was received but is to be transferred without the entity taking
custody?

The entity derecognizes the receivable once the transfer is executed, recognizing the transfer as an
expense or transfer out, and discloses the nature of the gift and transfer in the financial statements.

Are there specific disclosure requirements for a not-for-profit
recording the receipt of a gift that will be transferred without
transfer of ownership?

Yes, entities should disclose the nature and amount of such gifts, details of restrictions, and the
timing of the transfer, to provide transparency about the receipt and transfer process.

What are the key considerations for a not-for-profit when
accounting for gifts that will be transferred without the
organization holding the assets?

Key considerations include proper recognition of receivables or contributions, adherence to donor
restrictions, timing of transfers, and transparent disclosures to ensure accurate financial reporting.



Additional Resources
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In the world of non-profit accounting and financial management, accurately recording the receipt of
gifts is fundamental to maintaining transparency, compliance, and accountability. When a not-for-
profit (NFP) entity receives a gift that is intended for transfer or disbursement without being
retained as an asset, the recording process becomes nuanced and requires careful adherence to
accounting standards and donor restrictions. This article delves into the intricate procedures that a
recipient NFP entity employs to properly document such gifts, ensuring compliance with generally
accepted accounting principles (GAAP), applicable regulations, and best practices.

Understanding the Nature of Gifts in Not-for-Profit
Entities

Before exploring the recording procedures, it’s essential to understand the various types of gifts an
NFP might receive and how their intended use influences accounting treatment.

Types of Gifts

- Unrestricted Gifts: Donations without donor-imposed restrictions; can be used at the discretion of
the organization.

- Temporarily Restricted Gifts: Donations with restrictions that expire over time or upon the
occurrence of specific events.

- Permanently Restricted Gifts: Donations restricted in perpetuity, such as endowment funds.

- Gifts for Transfer: Donations intended to be transferred or disbursed without the organization
retaining the asset, often associated with third-party distributions or pass-through arrangements.

Implications for Accounting

The treatment of gifts hinges on their restrictions and the nature of the transfer. When a gift is
intended solely for transfer, the organization’s role is primarily custodial, and the accounting
reflects that limited involvement.

Key Principles Governing Recording of Gifts to Transfer

When a not-for-profit receives a gift that will be transferred without retention, several core
accounting principles come into play:



- Recognition of Receipt: The organization must recognize the receipt of the gift at its fair value
when received, even if the asset will not be retained.

- Liability Recognition: Since the gift is destined for transfer, the NFP often records a liability
reflecting its obligation to transfer the gift.

- Donor Restrictions: The gift’s restrictions dictate whether the amount is recorded as revenue or as
a liability/bound to future transfer.

- Timing: The recognition must follow the transfer of control and the fulfillment of any donor-
imposed restrictions.

Step-by-Step Guide to Recording Gifts Meant for
Transfer

The process involves meticulous documentation, appropriate journal entries, and compliance with
accounting standards such as ASC 958 (Not-for-Profit Entities) or IFRS standards where applicable.

1. Initial Receipt and Recognition of the Gift

- Determine the nature and restrictions: Ascertain if the gift is unrestricted or restricted for transfer.
- Measure the fair value: Use the fair value at the date of receipt.

- Record the asset and donor restrictions: If the gift is unconditional and to be transferred, the initial
entry often involves recognizing the gift as a liability or a net asset with restrictions.

Sample Journal Entry When Receiving a Gift for Transfer:

| Account | Debit | Credit |

I | |
| Cash or Receivable | $X | |

| Liability - Gift for Transfer | | $X |

Explanation: The organization recognizes the cash or receivable and a corresponding liability
representing the obligation to transfer the gift.

2. Document the Restriction and Intent

- Donor documentation: Ensure there is written confirmation of the gift’s purpose and restrictions.
- Internal policies: Confirm the organization’s policies align with the nature of the gift.

3. Monitoring and Management of the Gift

- Recordkeeping: Maintain detailed records of the gift, restrictions, and transfer obligations.
- Compliance checks: Ensure that the transfer conditions are met before disbursing the funds or
assets.



4. Transfer and Disposal of the Gift

- Fulfillment of restrictions: When conditions are met, and the transfer is executed, the liability is
reduced.
- Disbursement journal entry:

| Account | Debit | Credit |

I | |
| Liability - Gift for Transfer | $X | |
| Cash or Bank | | $X |

Explanation: The liability is settled by transferring the asset or cash to the intended recipient.

5. Reporting and Disclosure

- Statement of Activities: Disclose the receipt and transfer of the gift, emphasizing restrictions and
purpose.

- Balance Sheet: Show liabilities related to gifts for transfer separately from other net assets.

- Notes to Financial Statements: Clearly explain the nature of the gift, restrictions, and transfer
obligations.

Special Considerations in Recording Gifts for Transfer

While the above provides a general framework, several specific circumstances warrant additional
attention:

Handling Conditional Gifts

Conditional gifts—those requiring specific actions or events—must be recognized only when
conditions are substantially met, in accordance with ASC 958-605. If conditions are not met, the gift
is not recognized as revenue or liability until fulfilled.

Pass-Through Grants and Restricted Funds

Grants or donations received for pass-through purposes necessitate careful tracking to ensure that
funds are disbursed according to donor restrictions and that appropriate disclosures are made.

Tax and Regulatory Implications

Organizations must consider tax reporting obligations, such as Form 990 disclosures, and adhere to
regulatory standards that govern how gifts are recorded and reported.



Best Practices for Accurate Recordkeeping

Because the proper recording of gifts intended for transfer impacts financial reporting, compliance,
and transparency, organizations should adopt robust practices:

- Maintain detailed documentation: Including donor restrictions, transfer conditions, and
correspondence.

- Use dedicated accounts: For liabilities related to gifts for transfer, facilitating clear tracking.

- Regular reconciliation: Ensure that liabilities are settled timely and accurately.

- Staff training: Educate accounting personnel on the nuances of gift recording and restrictions.
- Audit trails: Keep thorough audit trails to support disclosures and compliance.

Case Study: A Practical Illustration

Consider a non-profit that receives a $50,000 donation designated for transferring to a partner
organization supporting disaster relief efforts.

Step 1: Recognition upon receipt
- Debit Cash $50,000
- Credit Liability - Gift for Transfer $50,000

Step 2: Management of restrictions
- Confirm donor restrictions specify transfer to the partner.

Step 3: Transfer execution
- When the transfer occurs, assuming conditions are met, the organization reduces the liability:

| Debit | Liability - Gift for Transfer | $50,000 |

| | | |
| Credit | Cash | $50,000 |

Step 4: Reporting
- The organization discloses in financial statements that it received and transferred the gift, noting
restrictions and the transfer date.

This example underscores that the organization recognizes the receipt as a liability rather than

revenue until the transfer is executed, aligning with the accounting principles governing pass-
through gifts.

Conclusion



The process of recording the receipt of a gift that will be transferred without retention involves a
combination of precise valuation, careful documentation, and adherence to accounting standards. By
recognizing such gifts as liabilities until the transfer is completed, not-for-profit entities ensure
transparency and maintain the integrity of their financial statements. Effective tracking, compliance
with restrictions, and clear disclosures are essential practices that uphold public trust and facilitate
accurate reporting. As non-profit organizations continue to navigate complex funding and donor
restrictions, mastering these recording procedures remains a cornerstone of sound financial
stewardship.
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