
nonprofit accounting for bequests

nonprofit accounting for bequests is a critical aspect of managing the financial resources of charitable

organizations. Bequests, often significant contributions left in wills or trusts, require careful accounting

to ensure compliance with legal standards, donor intent, and accurate financial reporting. This article

explores how nonprofits handle bequests from the moment they are received to their proper recording

and utilization. It discusses the importance of transparency, the role of fund accounting, and the

specific challenges that bequests present. Additionally, it covers tax considerations, reporting

requirements, and best practices for managing these deferred gifts. Understanding nonprofit

accounting for bequests enables organizations to maintain donor trust and fulfill their missions

effectively. The following sections provide a detailed overview of these topics.

Understanding Bequests in Nonprofits

Accounting Principles for Bequests

Recording and Reporting Bequests

Tax Implications of Bequests

Best Practices for Managing Bequests

Understanding Bequests in Nonprofits

Bequests are a form of planned giving where donors leave assets to a nonprofit organization through

their will or estate plan. These gifts can include cash, securities, real estate, or other valuable property.

Nonprofit accounting for bequests begins with understanding the nature and conditions of the bequest,



as these factors influence how the gift is recognized and managed.

Types of Bequests

Bequests can vary widely depending on the donor’s intentions and the terms of the estate. Common

types include:

Specific Bequests: A designated asset or amount of money left to the nonprofit.

Residuary Bequests: A portion or the remainder of the estate after other distributions.

Contingent Bequests: Gifts that take effect only if certain conditions are met, such as the death

of a beneficiary.

Importance of Bequests for Nonprofits

Bequests provide nonprofits with long-term financial stability and the ability to fund significant projects

or endowments. Given their often substantial value, nonprofits must apply rigorous accounting

standards to ensure these gifts are properly recorded and utilized in alignment with donor intent.

Accounting Principles for Bequests

Sound nonprofit accounting for bequests involves adherence to generally accepted accounting

principles (GAAP) and standards specific to nonprofit entities. These principles guide the recognition,

measurement, and disclosure of bequest income.



Recognition of Bequests

Bequests are typically recognized as revenue when the nonprofit has received notification of the

bequest and can reasonably estimate the value of the gift. This often occurs upon notification of the

donor’s death or when the estate is settled. Until then, bequests may be classified as contingent

assets, subject to uncertainty.

Valuation of Bequests

Accurate valuation is essential in nonprofit accounting for bequests. The value depends on the type of

asset received:

Cash and marketable securities are recorded at fair market value on the date of receipt.

Real estate and other non-cash assets require professional appraisal to determine fair value.

Non-liquid assets might be discounted or adjusted for sale costs.

Recording and Reporting Bequests

Proper recording and transparent reporting of bequests are fundamental responsibilities in nonprofit

accounting for bequests. This ensures accountability to donors, board members, and regulatory

agencies.

Journal Entries for Bequests

When a bequest is received, the following accounting entries are commonly made:



Debit the asset account (e.g., Cash, Investments, Property) at the fair value.1.

Credit contribution revenue or a dedicated temporarily or permanently restricted net asset2.

account if donor restrictions apply.

Financial Statement Presentation

Bequests are presented as part of contribution revenue in the statement of activities. If the bequest

carries donor-imposed restrictions, it is reported within temporarily or permanently restricted net assets

until those restrictions are satisfied.

Disclosure Requirements

Nonprofits should disclose significant bequests in the notes to their financial statements. Disclosures

typically include the nature of the bequest, estimated value, and any restrictions or contingencies.

Tax Implications of Bequests

Nonprofit accounting for bequests must also consider the tax implications for both the donor’s estate

and the receiving organization. Understanding these elements is critical to maximize the benefit of

bequests.

Estate Tax Considerations

Bequests to qualified nonprofit organizations are generally exempt from federal estate tax. This

exemption can encourage donors to leave charitable gifts in their wills, but nonprofits should work with

estate attorneys to navigate these rules.



Unrelated Business Income Tax (UBIT)

If a bequest includes assets that generate unrelated business income, the nonprofit may be subject to

UBIT. Proper accounting and reporting are necessary to comply with IRS regulations and avoid

penalties.

Best Practices for Managing Bequests

Effective management of bequests enhances the nonprofit’s ability to honor donor intent and maintain

financial integrity. Implementing best practices in nonprofit accounting for bequests is essential for

stewardship and operational success.

Developing Policies and Procedures

Nonprofits should establish clear policies for accepting, valuing, and managing bequests. These

policies typically address:

Criteria for acceptance of bequests

Valuation methods for non-cash gifts

Handling restrictions and contingencies

Documentation and recordkeeping requirements

Collaboration with Legal and Financial Advisors

Coordination with estate planners, attorneys, and financial professionals ensures compliance with legal



requirements and optimizes the financial impact of bequests. This collaboration supports accurate

accounting and prudent asset management.

Transparent Communication and Reporting

Regular reporting to stakeholders about the receipt and use of bequests fosters donor confidence and

supports fundraising efforts. Transparency in nonprofit accounting for bequests is a key factor in

building long-term relationships with benefactors.

Frequently Asked Questions

What is a bequest in nonprofit accounting?

A bequest is a gift left to a nonprofit organization through a donor's will or estate plan, typically

realized after the donor's death.

How should nonprofits recognize bequests in their financial

statements?

Nonprofits should recognize bequests as revenue when the gift is both probable and measurable,

generally upon notification of the donor's death and confirmation of the gift's value.

Are bequests considered restricted or unrestricted funds in nonprofit

accounting?

Bequests can be either restricted or unrestricted depending on the donor's instructions; if the donor

specifies a purpose, the funds are restricted, otherwise they are treated as unrestricted.



What accounting standards guide the reporting of bequests for

nonprofits?

In the United States, nonprofits follow Accounting Standards Codification (ASC) 958, which provides

guidance on revenue recognition, including bequests.

How should nonprofits handle bequests that are conditional or

uncertain?

Conditional or uncertain bequests should not be recognized as revenue until the conditions are met or

uncertainty is resolved to avoid overstating assets or income.

What are the tax implications for nonprofits receiving bequests?

Generally, bequests are tax-exempt for nonprofits; however, the organization must ensure proper

reporting and compliance with IRS regulations to maintain tax-exempt status.

Can nonprofits invest bequest funds, and how should this be

accounted for?

Yes, nonprofits can invest bequest funds, especially if they are restricted for endowment purposes;

investment income should be recorded separately and according to donor restrictions.

How do nonprofits disclose bequests in their annual reports?

Nonprofits typically disclose significant bequests in the notes to financial statements, including the

nature, amount, and any restrictions associated with the gift.

What internal controls should nonprofits implement for managing

bequests?

Nonprofits should have policies for documenting, valuing, and safeguarding bequest receipts, including



segregation of duties, regular reconciliations, and donor intent tracking.

Additional Resources

1. Nonprofit Accounting and Financial Management: A Practical Guide

This book offers comprehensive coverage of accounting principles tailored specifically for nonprofit

organizations, including those managing bequests. It explains how to properly recognize, record, and

report bequest income in financial statements. The guide also addresses compliance with relevant

regulations and provides best practices for transparency and accountability in nonprofit accounting.

2. Accounting for Bequests and Planned Giving in Nonprofits

Focusing on the unique aspects of planned giving, this title provides detailed insights into the

accounting treatment of bequests. It covers valuation, reporting, and disclosure requirements, helping

nonprofits accurately reflect bequests in their financial records. The book also discusses donor

restrictions and how to manage these funds responsibly.

3. The Nonprofit’s Guide to Gift and Bequest Accounting

This guide helps nonprofit professionals navigate the complexities of gift and bequest accounting. It

includes step-by-step instructions on handling different types of bequests, ensuring compliance with

accounting standards and IRS regulations. Readers will find practical examples and templates to

streamline their accounting processes.

4. Financial Reporting and Accountability in Nonprofit Organizations

Designed for nonprofit leaders and accountants, this book emphasizes transparency and accountability

in financial reporting. It covers how bequests should be reported in annual financial statements and

how to communicate their impact to stakeholders. The book also explores audit considerations related

to bequest income.

5. Managing Nonprofit Bequests: Accounting, Taxation, and Compliance

This resource delves into the intersection of accounting, taxation, and legal compliance for nonprofit

bequests. It explains how to handle deferred gifts and estate-related donations from an accounting



perspective. The book also guides nonprofits through tax implications and regulatory requirements

specific to bequests.

6. Fund Accounting and Reporting for Charitable Bequests

Specializing in fund accounting, this book explains how nonprofits should segregate and report

bequest funds. It provides strategies for tracking restricted and unrestricted bequest income and

managing fund balances. The text also covers donor intent and stewardship responsibilities related to

bequests.

7. Nonprofit Financial Management: Principles and Practice

While covering broad financial management topics, this book includes focused chapters on bequests

and planned gifts. It discusses how bequests impact budgeting, forecasting, and long-term financial

planning. The practical advice helps nonprofits integrate bequest income into their overall financial

strategy.

8. IRS Guidelines and Accounting Practices for Nonprofit Bequests

This title offers an in-depth look at the IRS rules governing bequests to nonprofits and how to account

for them accordingly. It breaks down tax-exempt status implications, reporting requirements, and

record-keeping best practices. The book is a valuable tool for ensuring compliance and avoiding pitfalls

in bequest accounting.

9. Strategic Financial Stewardship of Nonprofit Bequests

Focusing on strategic management, this book explores how nonprofits can maximize the impact of

bequests through sound financial stewardship. It covers accounting methods, investment strategies,

and ethical considerations in handling bequest funds. The book encourages nonprofits to align bequest

management with their mission and long-term goals.
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