
Common Financial 
Statement Errors

CHELSEA RICELANG AND HANNAH MAUST

July 20, 2022 1



Agenda
❑ Identify and understand some of the most common 

errors found in not-for-profit financial statements
• Auditor’s Report

• Statement of Financial Position

• Statement of Activities

• Statement of Functional Expenses

• Statement of Cash Flows

• Notes to the Financial Statements
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Auditor’s 
Report
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Auditor’s Report
❑ Utilize proper opinion template based on client

❑ Consistent usage of client names, year-end dates, and 
financial statements names throughout
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Auditor’s Report
❑ SAS 134, Auditor Reporting and Amendments

• Effective for reporting period ending on or after 

December 15, 2021 

• Changes the form and content of the auditor’s report
▪ Opinion

▪ Basis for Opinion

▪ Emphasis of Matters

▪ Responsibilities of Management for the Financial Statements

▪ Auditor’s Responsibilities for Audit of the Financial Statements
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Auditor’s Report
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Auditor’s Report
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Auditor’s Report
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Statement of 
Financial 
Position
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Statement of Financial Position –
Classified vs Non-Classified Presentation

❑ Proper classification 
between current and  
non-current assets and 
liabilities 
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Statement of Financial Position –
Cash & Cash Equivalents and Investments
❑ Restricted cash should be reported separately 

❑ Proper classification between cash and investments
• Certificates of Deposit

• Money Market Accounts

❑ Investment valuation 
• FMV vs NAV
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Statement of Financial Position –
Promises to Give
❑ Conditional vs Unconditional

❑ Unconditional promises – collected within one year
• Recorded at net realizable value 

❑ Unconditional promises – collected in future years
• Recorded at present value

❑ Recorded as revenue with donor restriction unless gift is perpetual 
in nature or intended to be used as support for current period

❑ Allowance for any receivable should be shown on the face SFP or in 
the notes to the financial statements
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Statement of Financial Position –
Capitalization
❑ Capitalize vs Expense Considerations

❑ Construction in Progress/Work in Progress
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Statement of Financial Position –
Finance vs Operating Leases
❑ ASC 842 – effective for not-for-profit entities for periods 

beginning after December 15, 2021

❑ Requirement to record a right of use asset and lease 
liability on the SFP now applicable for most leases

❑ Proper classification between finance and operating 
leases
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Statement of Financial Position –
Prepaids and Accounts Payable
❑ Prepaid recorded for items billed and paid for in advance 

of year-end that are applicable to the following year

❑ Accounts payable recorded for items billed applicable to 
the current year but not paid for as of year-end
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Statement of Financial Position –
Net Asset Classifications
❑ Without donor restriction – undesignated

❑ Without donor restriction – board designated

❑ With donor restriction – for time or purpose

❑ With donor restriction – perpetual in nature
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Statement of 
Activities
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Format of Statement of Activities
❑ Break out activity between without donor restrictions 

and with donor restrictions

❑ Expenses must be presented on a functional and natural 
classification
• Option to present this on the face of Statement of Activities
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Format of Statement of Activities
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Format of Statement of Activities
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Format of Statement of Activities
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Revenue and Revenue Recognition
❑ Revenue should be disaggregated by type such as: 

• Contributions and Grants

• Program Fees

• Rental

• Membership

• Fundraising

• Investment Income, net
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Revenue and Revenue Recognition
❑ Contributions with Restrictions vs. Refundable Advances

• Common error – recording grants with time/purpose 
restrictions as a refundable advance instead of a contribution 
with donor restrictions

• Refundable advances are recorded when money is received 
before all barriers – such as incurring qualifying expenses -
are met and may be required to be returned if the barriers 
are not met.
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Revenue and Revenue Recognition
• Example: Grant in the amount of $250,000 is received from 

an organization for the purpose of constructing a new 
nursing building. This should be recorded as contribution 
with donor restrictions. 

• Example: Grant in the amount of $50,000 received which 
requires the organization to incur qualifying expenditures 
year-end or return the funding. Qualifying expenditures have 
not yet been incurred. This should be recorded as a 
refundable advance. 
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Revenue and Revenue Recognition
❑ Membership Revenue 

• Recognized over the duration of the membership period

❑ Event Revenue 
• Recognized at the time of the event

• Tracked within deferred revenue until earned at the time of 
the event

❑ Investment Income 
• Should be reported net of any fees
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Contributed Nonfinancial Assets
❑ ASU 2020-07, “Not-For-Profit Entities (Subtopic 958): 

Presentation and Disclosures by Not-For-Profit Entities 
for Contributed Nonfinancial Assets” is effective for June 
30, 2022 year-ends

❑ Required to report contributed nonfinancial assets as a 
separate line item in the statement of activities, apart 
from other contributions 
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Contributed Nonfinancial Assets
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Contributed Nonfinancial Assets
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Statement of 
Functional 
Expenses
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Statement of Functional Expenses –
Allocation of Costs
❑ Allocation Methods

• Direct identification

• Salaries – time based

• Square footage

❑ There should be documentation for why elected 
methods are considered reasonable for organization

❑ Make sure allocation methods are consistently applied 
year over year
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Statement of 
Cash Flows
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Statement of Cash Flows
❑ May use either the direct or indirect method

❑ ASU 2016-14 eliminated the requirement to show the 
reconciliation of the change in net assets to cash flows 
from operating activities when using the direct method
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Common Errors
❑ Line items not disaggregated the same as on the 

statement of financial position

❑ Items not agreeing to corresponding amounts on the 
other statements

❑ Bad debt expense – should be separate reconciling item 
and not included with change in accounts receivable
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Common Errors
❑ Gain/loss on the disposal of fixed assets

• Should be separate reconciling item and not offset with the 
purchase of fixed assets

❑ Gain/loss on the sale of fixed assets
• Total proceeds to be reported within investing activities and 

any associated gain/loss is shown as a reconciling item

❑ Contributed fixed assets should be shown as a 
reconciling item, not included with purchases of fixed 
assets, as there was no outflow of cash.
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Common Errors
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Common Errors
❑ Proceeds from issuance of and payments on debt should 

be presented at gross NOT net

❑ Draws & payments on lines of credit should be 

gross NOT net 

❑ Loan forgiveness – should be reported as a reconciling 
item since it does not affect cash; however, be sure to 
report any repayments that occurred prior to forgiveness 
within financing activities

36



Common Errors
❑ If using the indirect method, supplemental disclosures 

must be provided for amounts of interest paid and any 
income taxes paid, if applicable

37



Notes to the 
Financial 
Statements
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Notes to the Financial Statements –
Liquidity
❑ Disclosure shows financial assets available for general 

expenditure within one year of SFP date

❑ Remove any items with internal or external restrictions 
from liquid financial assets included in calculation

❑ Quantitative and qualitative parts required
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Notes to the Financial Statements –
Liquidity (cont.)
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Notes to the Financial Statements –
Revenue Recognition
❑ Contribution revenue 

❑ Exchange-type revenue 
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Notes to the Financial Statements –
Long-Term Receivables
❑ Unconditional promises to give should be disclosed as 

the total amount to be received in less than one year, in 
one to five years, and in more than five years, and the 
related allowance of uncollectible
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Notes to the Financial Statements –
Long-Term Receivables (cont.)
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Notes to the Financial Statements –
Endowments
❑ Required to disclose 

• Policy for appropriation for expenditure of funds
• Investment policies for funds
• Description of the organization's interpretation of the law(s) 

underlying the net asset classification of donor-restricted 
endowment funds

❑ Change in endowment roll forward (by net asset class)

❑ Consideration for underwater endowments

❑ Investment income and expense should be presented on a 
net basis
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Notes to the Financial Statements –
Net Assets
❑ Disclosure should show when/how assets can be used

• Purpose

• Time

• Perpetual 

❑ Releases should also be disclosed

❑ Information about board designations, as applicable
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Notes to the Financial Statements –
Net Assets (cont.)
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Notes to the Financial Statements –
Donated Support
❑ Donated services are recognized as contributions if the 

service “created or enhanced nonfinancial assets” or 
“requires specialized skills, is performed by people with 
those skills, and would otherwise be purchased by the 
organization” 

❑ Donated services from volunteers that do not meet the 
criteria to be recognized should still be disclosed in the 
footnotes

❑ Donated services and materials should be broken out by 
service/material provided, and the valuation method should 
be disclosed in the policy footnote
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Notes to the Financial Statements –
Donated Support (cont.)
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Notes to the Financial Statements –
Related Parties
❑ Common related party examples:

• Officers, board members, founders, substantial contributors, and their 
immediate family members

• Members of any related party’s immediate family
• Supporting organizations 

❑ Common related party transaction examples:
• Significant contributions from related parties
• Significant concentration of revenues and receivables from related parties
• Leasing office space from a board member
• Loaning money to/borrowing from a founder, board member, or 

significant donor
• Using legal services provided by a firm in which a board member or their 

immediate family member is in an owner position
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Best Practices to Avoid Future Errors
❑ Double check reports 

• Check for errors in spacing, alignment, headers/footers, underlines 
• Tie face statements to footnote numbers exactly
• Ensure consistency of phrasing and abbreviations throughout report

❑ Ensure there is a policy note for all significant financial statement 
line items

❑ If a reclassification of prior year balances is included in the financial 
statements, make sure a reclassification disclosure is included

❑ Use example templates from PICPA and AICPA

❑ When in doubt, disclose a situation to your auditors
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Sources
❑ AICPA Not-for-Profit Industry Conference: Common Financial Statement Errors

❑ AICPA Audit and Accounting Guide – Not-For-Profit Entities

❑ AICPA Not-for-Profit Section Illustrative Financial Statements

❑ AICPA: Common Financial Statement Errors for Not-for-Profit Entities

❑ AICPA: U.S. GAAP Financial Statements - Best Practices in Presentation and 
Disclosure

❑ PICPA Not-for-Profit Industry Conference: Common Financial Statement Mistakes 
Made by Not-for-Profit Organizations

❑ FASB ASC 958
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Trivia Questions
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Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: A statement regarding the evaluation of the 
entity’s ability to continue as a going concern is 

required in these sections of the auditor’s report for 
accrual financial statements: 



Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: True or False: The following is an example of a 
grant with donor restrictions – “A university 

receives a $500,000 for the purpose of constructing 
dormitories. No right of return exists.”



Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: True of False: the following is an example of a 
grant with donor restrictions –



Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: By land area, which is the biggest state in the 
USA?



Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: Expenses must be presented on a functional 
and natural classification on: 



Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: Which of the following is considered a non-
current asset?



Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: Event revenue received before the occurrence 
of the event should be recorded as: 



Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: On which Caribbean Island can you swim with 
pigs?



Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: Conditional contributions should be included...



Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: True or False: Investment Income should be 
recorded at gross on the Statement of Activities.



Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: The following is a conditional contribution: A 
research grant for which reports showing how funds 

were used and grant compliance are required. 
Funds must be returned if not used for grant 

purpose.



Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: Which is a not a net asset to be classified as 
with restriction?



Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: True or False: It is unheard of to eat chicken 
with pasta in Italy.



Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: ___ is an example of a cost to be treated 
through the direct identification allocation method.



Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: A liquidity footnote requires:



Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: True or False: A pledge expected to be 
collected 4 years from now should be shown at net 

realizable value on the Statement of Financial 
Position.



Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: Where is the longest boardwalk in the United 
States located?



Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: Which of the following is not an example of a 
required endowment disclosure?



Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: Donated services are recorded for:



Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: ASU 2020-07 requires contributed nonfinancial 
assets to be reported as a separate line item in the 

statement of activities and



Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: Which of the following should be disclosed as a 
related party transaction?



Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: What is the most visited tourist attraction in 
the world annually? 



Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: True or False: Nonprofits may choose either 
the direct or indirect method for the Statement of 

Cash Flows



Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: Gains/losses on the disposal of fixed assets 
should be reported under which of the following on 

the Statement of Cash Flows: 



Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: True or False: Proceeds from issuance of and 
payments on debt should be presented at as 

separate items on the Statement of Cash Flows and 
not netted. 



Live Content Slide

When playing as a slideshow, this slide will display live content

Poll: With 221,800 islands, this country is estimated 
to have the most islands in the world?



Questions? Contact Us!
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