Accounting Standards for Not-for-Profit Organizations

Financial Statement Concept for Not for Profit Organisations

Purpose and Scope 

This Section describes the concepts underlying the development and use of accounting principles in general purpose financial statements (hereafter referred to as financial statements). Such financial statements are designed to meet the common information needs of external users of financial information about an entity. 
Financial statements 
Financial statements of not-for-profit organizations normally include a statement of financial position, statement of operations, statement of changes in net assets and a statement of cash flows. Notes to financial statements and supporting schedules to which the financial statements are cross-referenced are an integral part of such statements. 

The content of financial statements is usually limited to financial information about transactions and events. Financial statements are based on representations of past, rather than future, transactions and events, although they often require estimates to be made in anticipation of future transactions and events and include measurements that may, by their nature, be approximations. 

Financial statements form part of the process of financial reporting that includes also, for example, information in other reports such as an annual report and a funding proposal. While many financial statement concepts also apply to such information, this Section deals specifically only with financial statements.
Composition of financial statements for NPOs

1. Statement of activities( income and expenditure account)

2. Statement of financial position

3. IPSAS 2 Cash flow Statement
Effective date: Periods beginning on or after July 1, 2001. 

Objective: To require the presentation of information about historical changes in a public sector entity’s cash and cash equivalents by means of a cash flow statement that classifies cash flows during the period according to operating, investing, and financing activities. 

Summary 

· Must analyze changes in cash and cash equivalents during a period, classified by operating, investing, and financing activities. 

· Cash equivalents include investments that are short term (less than three months from the date of acquisition), readily convertible to known amounts of cash, and subject to an insignificant risk of changes in value. Generally, they exclude equity investments. 

· Cash flows for operating activities are reported using either the direct (recommended) or the indirect method. 

· Public sector entities reporting cash flows from operating activities using the direct method are encouraged to provide a reconciliation of the surplus/deficit from ordinary activities with the net cash flow from operating activities. 

Objective of Financial Statements 
The objective of financial statements is to communicate information that is useful to members, contributors, creditors and other users ("users") in making their resource allocation decisions and / or assessing management stewardship. Consequently, financial statements provide information about: 

(a) An entity's economic resources, obligations and net assets; 

(b) Changes in an entity's economic resources, obligations and net assets; and 

(c) The economic performance of the entity. 

Benefit versus Cost Constraint in preparing F/Ss.
The benefits expected to arise from providing information in financial statements should exceed the cost of doing so. In developing accounting standards, the Board weighs the anticipated costs and benefits of its proposals in general terms to assess whether they are justified on cost/benefit grounds. The benefits and costs of applying accounting standards may differ between entities depending in part on the nature, number and information needs of the users of their financial statements. Therefore, in developing an accounting standard, the Board considers whether the requirements of that standard should apply to all entities or whether different requirements should apply to different types of entities for which the cost/benefit trade-off differs significantly. The cost/benefit trade-off is also a consideration for individual entities in the preparation of financial statements in accordance with applicable standards (for example, in considering disclosure of information beyond that required by the standards). The Board recognizes that the evaluation of the nature and amount of benefits and costs is substantially a judgmental process.
Materiality when preparing the FSs.
Users are interested in information that may affect their decision making. Materiality is the term used to describe the significance of financial statement information to decision makers. An item of information, or an aggregate of items, is material if it is probable that its omission or misstatement would influence or change a decision. Materiality is a matter of professional judgment in the particular circumstances. 

Fundamental qualitative characteristics
Relevance and faithful representation are the fundamental qualitative characteristics of useful financial information.
· Relevance
Accounting information in financial statements should be relevant to the needs of users and capable of making a difference in the decisions made by users.
Information is relevant if:

· It influences the economic decisions of users 

· It is provided in time to influence those decisions.

· It can be used to assess the past, present or future events (has predictive value).

· It can be used to confirm or correct past evaluations and assessments (has confirmatory or value).

Materiality is an entity-specific aspect of relevance based on the nature or magnitude (or both) of the items to which the information relates in the context of an individual entity's financial report.

· Faithful representation
General purpose financial reports represent economic phenomena in words and numbers, to be useful, financial information must not only be relevant, it must also represent faithfully the phenomena it purports to represent. This fundamental characteristic seeks to maximize the underlying characteristics of completeness (includes all necessary descriptions and explanations for users to understand items), neutrality (free from bias) and freedom from error. Information must be both relevant and faithfully represented if it is to be useful.
· Enhancing qualitative characteristics
Comparability, verifiability, timeliness and understand ability are qualitative characteristics that enhance the usefulness of information that is relevant and faithfully represented.
Comparability
Information about a reporting entity is more useful if it can be compared with similar information about other entities and with similar information about the same entity for another period or another date. Comparability enables users to identify and understand similarities in, and differences among, items
Verifiability
Verifiability helps to assure users that information represents faithfully the economic phenomena it purports to represent. Verifiability means that different knowledgeable and independent observers could reach consensus, although not necessarily complete agreement, that a particular depiction is a faithful representation.
Timeliness
Timeliness means that information is available to decision-makers in time to be capable of influencing their decisions.
Understand ability
Classifying, characterizing and presenting information clearly and concisely makes it understandable. While some phenomena are inherently complex and cannot be made easy to understand, to exclude such information would make financial reports incomplete and potentially misleading. 
Financial reports are prepared for users who have a reasonable knowledge of business and economic activities and who review and analyze the information with diligence.
Applying the enhancing qualitative characteristics

Enhancing qualitative characteristics should be maximized to the extent possible. However, the enhancing qualitative characteristics, either individually or as a group, cannot make information useful if that information is irrelevant or not faithfully represented.

Sometimes, one enhancing qualitative characteristic may be diminished to maximize another qualitative characteristic.

The cost constraint on useful financial reporting

Cost may limit the information that is provided by financial reporting and it is important that those costs are justified by the benefits of reporting that information.
Qualitative characteristics trade-off 
In practice, a trade-off between qualitative characteristics is often necessary, particularly between relevance and reliability. For example, there is often a trade-off between the timeliness of producing financial statements and the reliability of the information reported in the statements. Generally, the aim is to achieve an appropriate balance among the characteristics in order to meet the objective of financial statements. The relative importance of the characteristics in different cases is a matter of professional judgment.

Elements of Financial Statements 
Assets

Liabilities

Owners’ equity-sales, revenue, expenses, drawings

Assignment

· Definition of elements

· Recognition criteria for each element

· Measurement bases for these elements
Elements of financial statements are the basic categories of items portrayed therein in order to meet the objective of financial statements. There are two types of elements: those that describe the economic resources, obligations and net assets of an entity at a point in time, and those that describe changes in economic resources, obligations and net assets over a period of time. Notes to financial statements, which are useful for the purpose of clarification or further explanation of the items in financial statements, while an integral part of financial statements, are not considered to be an element. 

In the case of not-for-profit organizations, the excess or deficiency of revenues and gains over expenses and losses is an important indicator to users of the extent to which a not-for-profit organization has been able to obtain resources to cover the cost of its services. 

Assets 
Assets are economic resources controlled by an entity as a result of past transactions or events and from which future economic benefits may be obtained. 

Assets have three essential characteristics: 

(a) They embody a future benefit that involves a capacity, singly or in combination with other assets, to contribute directly or indirectly to future net cash flows and to provide services; 

(b) The entity can control access to the benefit; and 

(c) The transaction or event giving rise to the entity's right to, or control of, the benefit has already occurred. It is not essential for control of access to the benefit to be legally enforceable for a resource to be an asset, provided the entity can control its use by other means. 

There is a close association between incurring expenditures and generating assets but the two do not necessarily coincide. Hence, when an entity incurs an expenditure, this may provide evidence that future economic benefits were sought but is not conclusive proof that an item satisfying the definition of an asset has been obtained. Similarly, the absence of a related expenditure does not preclude an item from satisfying the definition of an asset and thus becoming a candidate for recognition in the statement of financial position. For example, items that have been donated to the entity may satisfy the definition of an asset. 

Liabilities 
Liabilities are obligations of an entity arising from past transactions or events, the settlement of which may result in the transfer or use of assets, provision of services or other yielding of economic benefits in the future. 

Liabilities have three essential characteristics: 

(a) they embody a duty or responsibility to others that entails settlement by future transfer or use of assets, provision of services or other yielding of economic benefits, at a specified or determinable date, on occurrence of a specified event, or on demand; 

(b) the duty or responsibility obligates the entity leaving it little or no discretion to avoid it; and 

(c) the transaction or event obligating the entity has already occurred. 

Liabilities do not have to be legally enforceable provided that they otherwise meet the definition of liabilities; they can be based on equitable or constructive obligations. An equitable obligation is a duty based on ethical or moral considerations. A constructive obligation is one that can be inferred from the facts in a particular situation as opposed to a contractually based obligation. 
Net assets 
Net assets, sometimes referred to as equity or fund balances, is the residual interest in a not-for-profit organization’s assets after deducting its liabilities. Net assets may include specific categories of items whose use may be either restricted or unrestricted. 

Revenues 
Revenues are increases in economic resources, either by way of inflows or enhancements of assets or reductions of liabilities, resulting from the ordinary activities of an entity. Revenues of not-for-profit organizations normally arise from donations, government grants and other contributions as well as from the sale of goods, the rendering of services or the use by others of entity resources yielding rent, interest, royalties or dividends. 
This mainly guided by:
 IPSAS 9 Revenues from Exchange Transactions

 
Effective date:  Periods beginning on or after July 1, 2002. 

Objective  

To prescribe the accounting treatment for revenue arising from exchange transactions and events. 

Summary:

IPSAS 9 applies to revenue arising from the following exchange transactions and events: 

– The rendering of services 

– The sale of goods 

– The use of others of entity assets yielding interest, royalties, and dividends

Revenue shall be measured at the fair value of the consideration received or receivable. 

Recognition: 

· From sale of goods: When significant risks and rewards have been transferred to purchaser, loss of effective control by seller, amount of revenue can be reliably measured.

· From rendering of services: Reference to the stage of completion of the transaction at the reporting date, provided the outcome of the transaction can be estimated reliably.

· For interest, royalties, and dividends: Recognized when it is probable that economic benefits or service potential will flow to the entity, and the amount of the revenue can be measured reliably. 

· Interest on a time proportion basis that takes into account the effective yield on the asset. Royalties as they are earned in accordance with the substance of the relevant agreement. Dividends or their equivalents — when the shareholder’s or the entity’s right to receive payment is established.

IPSAS 13:  Leases





   

Effective date: Annual periods beginning on or after January 1, 2008. 

Objective: To prescribe, for lessees and lessors, the appropriate accounting policies and disclosures to apply in relation to finance and operating leases. 

Summary  

· A lease is classified as a finance lease if it transfers substantially all risks and rewards incidental to ownership of an asset. The title may or may not be eventually transferred. Examples: 

– Lease covers substantially all of the asset’s life and/or 

– Present value of lease payments is substantially equal to the asset’s fair value 

· All other leases are classified as operating lease. The land and building elements of a lease are considered separately for the purposes of lease classification. 
Expenses 
Expenses are decreases in economic resources, either by way of outflows or reductions of assets or incurrences of liabilities, resulting from an entity's ordinary revenue generating or service delivery activities. 

Gains 
Gains are increases in net assets from peripheral or incidental transactions and events affecting an entity and from all other transactions, events and circumstances affecting the entity except those that result from revenues or contributions of net assets. 

Losses 
Losses are decreases in net assets from peripheral or incidental transactions and events affecting an entity and from all other transactions, events and circumstances affecting the entity except those that result from expenses or distributions of net assets.

Recognition Criteria 
Recognition is the process of including an item in the financial statements of an entity. Recognition consists of the addition of the amount involved into statement totals together with a narrative description of the item (for example, "inventory", or “contributions”) in a statement. Similar items may be grouped together in the financial statements for the purpose of presentation. 

Recognition means inclusion of an item within one or more individual statements and does not mean disclosure in the notes to the financial statements. Notes either provide further details about items recognized in the financial statements, or provide information about items that do not meet the criteria for recognition and thus are not recognized in the financial statements. 

The recognition criteria below provide general guidance on when an item is recognized in the financial statements. Whether any particular item is recognized or not will require the application of professional judgment in considering whether the specific circumstances meet the recognition criteria. 

The recognition criteria are as follows: 

(a) the item has an appropriate basis of measurement and a reasonable estimate can be made of the amount involved; and 

(b) for items involving obtaining or giving up future economic benefits, it is probable that such benefits will be obtained or given up. 

It is possible that an item will meet the definition of an element but still not be recognized in the financial statements because it is not probable that future economic benefits will be obtained or given up or because a reasonable estimate cannot be made of the amount involved. It may be appropriate to provide information about items that do not meet the recognition criteria in notes to the financial statements. Not recognizing an expenditure as an asset does not imply either that the intention of management in incurring the expenditure was other than to generate future economic benefits for the entity or that management was misguided. The only implication is that the degree of certainty that economic benefits will flow to the entity beyond the current accounting period is insufficient to warrant the recognition of an asset. 
Items recognized in financial statements are accounted for in accordance with the accrual basis of accounting. The accrual basis of accounting recognizes the effect of transactions and events in the period in which the transactions and events occur, regardless of whether there has been a receipt or payment of cash or its equivalent. 

Revenues are generally recognized when performance is achieved and reasonable assurance regarding measurement and collectability of the consideration exists. Unrestricted contributions to not-for-profit organizations do not normally arise from the sale of goods or the rendering of services and, consequently, performance achievement is generally not relevant to the recognition of unrestricted contributions; such revenues are generally recognized when received or receivable. Other contributions are recognized based on the nature of the related restriction. 
Gains are generally recognized when realized. 
Expenses and losses are generally recognized when an expenditure or previously recognized asset does not have future economic benefit. Expenses are related to a period on the basis of transactions or events occurring in that period or by allocation. 

Expenses are recognized in the statement of operations on the basis of a direct association between the costs incurred and the earning of specific items of income. This process, commonly referred to as the matching of costs with revenues, involves the simultaneous or combined recognition of revenues and expenses that result directly and jointly from the same transactions or other events. However, the application of the matching concept does not allow the recognition of items in the statement of financial position that do not meet the definition of assets or liabilities. 

When economic benefits are expected to arise over several accounting periods and the association with operating performance can only be broadly or indirectly determined, expenses are recognized in the statement of operations on the basis of systematic and rational allocation procedures. This is often necessary in recognizing the expenses associated with the using up of assets such as property, plant, equipment, patents and trademarks. In such cases, the expense is referred to as depreciation or amortization. These allocation procedures are intended to recognize expenses in the accounting periods in which the economic benefits associated with these items are consumed or expire. 

An expense is recognized immediately in the statement of operations when an expenditure produces no future economic benefits or when, and to the extent that, future economic benefits do not qualify, or cease to qualify, for recognition in the statement of financial position as an asset. 
Measurement 
Measurement is the process of determining the amount at which an item is recognized in the financial statements. There are a number of bases on which an amount can be measured. However, financial statements are prepared primarily using the historical cost basis of measurement whereby transactions and events are recognized in financial statements at the amount of cash or cash equivalents paid or received or the fair value ascribed to them when they took place. 

Other bases of measurement are also used but only in limited circumstances. They include: 

(a) Historical cost- A historical cost is a measure of value used in accounting in which the value of an asset on the balance sheet is recorded at its original cost when acquired by the company
(b)Replacement cost — the amount that would be needed currently to acquire an equivalent asset. This may be used, for example, when inventories are valued at the lower of historical cost and replacement cost. 

(c) Realizable value — the amount that would be received by selling an asset. This may be used, for example, to value temporary and portfolio investments. Market value may be used to estimate realizable value when a market for an asset exists. 

(d) Present value — the discounted amount of future cash flows expected to be received from an asset or required to settle a liability. This may be used, for example, to estimate the cost of pension benefits. 

Financial statements are prepared with capital maintenance measured in financial terms and with no adjustment being made for the effect on capital of a change in the general purchasing power of the currency during the period. 

Financial statements are prepared on the assumption that the entity is a going concern, meaning it will continue in operation for the foreseeable future and will be able to realize assets and discharge liabilities in the normal course of operations. Different bases of measurement may be appropriate when the entity is not expected to continue in operation for the foreseeable future.

Generally Accepted Accounting Principles for Not-for-Profit Organizations

Purpose and Scope 
This Section also provides guidance on sources to consult when selecting accounting policies and determining appropriate disclosures, when a matter is not dealt with explicitly in the primary sources of generally accepted accounting principles. 

Definitions 
The following terms are used in this Section with the meanings specified: 

(a) Accounting policies encompass the specific principles and the methods used in their application that are selected by an entity in preparing financial statements. 

(b) Generally accepted accounting principles (GAAP) encompass broad principles and conventions of general application as well as rules and procedures that determine accepted accounting practices at a particular time. 

(c) Primary sources of generally accepted accounting principles (primary sources of GAAP) are, in descending order of authority
Sources of GAAP 
An entity shall apply every primary source of GAAP that deals with the accounting and reporting in financial statements of transactions or events encountered by the entity. 
When the primary sources of GAAP do not deal with the accounting and reporting in financial statements of transactions or events encountered by the entity, or additional guidance is needed to apply a primary source to specific circumstances, an entity shall adopt accounting policies and disclosures that are: 
(a) Consistent with the primary sources of GAAP; and 
(b) developed through the exercise of professional judgment and the application of the concepts described in Financial Statement Concepts For Not-For-Profit Organizations, 

Consistency of accounting policies 
An entity selects and applies its accounting policies for a period consistently for similar transactions, other events and circumstances, unless the source of GAAP consulted by the entity specifically requires or permits categorization of items for which different policies may be appropriate. If the source of GAAP consulted by the entity requires or permits categorization of items, the entity selects an appropriate accounting policy and applies it consistently to each category.
General Standards of Financial Statement Presentation for Not-for-Profit Organizations

Purpose and Scope 
Financial reporting is essentially a process of communication of information. While the success of this communication depends upon the appropriateness of the accounting principles followed and ultimately upon the degree of understanding by the readers of the financial statements, it also depends upon the extent and clarity of presentation and disclosure in the financial statements. This Section establishes general standards of financial statement presentation. 

Decisions as to presentation and disclosure in specific situations require the exercise of professional judgment, consideration of generally accepted accounting principles for not-for-profit organizations and recognition of specific provisions in governing statutes or regulations. Effective reporting also gives recognition to new problems as they arise and changes in the requirements of contributors, creditors, governments and society generally. 

Fair Presentation in Accordance with GAAP 
Financial statements shall present fairly in accordance with generally accepted accounting principles the financial position, results of operations and cash flows of an entity (i.e., represent faithfully the substance of transactions and other events in accordance with the elements of financial statements, and the recognition and measurement criteria set out in Financial Statement Concepts for Not for Profit Organizations). 
A fair presentation in accordance with generally accepted accounting principles is achieved by: 

(a) Applying generally accepted accounting principles for not-for-profit organizations 

(b) providing sufficient information about transactions or events having an effect on the entity's financial position, results of operations and cash flows for the periods presented that are of such size, nature and incidence that their disclosure is necessary to understand that effect; and 

(c) Providing information in a manner that is clear and understandable. 
An entity exercises professional judgment to provide sufficient information about the extent and nature of transactions or events having an effect on the entity's financial position, results of operations and cash flows for the periods presented that are of such size, nature and incidence that their disclosure is necessary to understand that effect. This information would include the significant terms and conditions of such transactions, as well as the nature of such events and their financial effects on the periods presented.

An entity provides information in a manner that clearly conveys the nature and extent, and significant terms and conditions, of the related transactions. Financial statements are prepared in such form and use such terminology and classification of items that significant information is readily understandable. Items not significant in themselves are grouped with such other items as most closely approximate their nature. An entity presents information in a manner that enables users of financial statements to understand, without undue effort, the effects of transactions and related disclosures without the need to consider whether information somewhere else in the financial statements relates to that disclosure or transaction. Information is presented in a manner that relates the disclosures with other descriptions or disclosures for the same or similar transactions or events. An entity discloses amounts such that users of financial statements do not have to recalculate amounts actually disclosed to determine amounts that are required to be disclosed. 

Going Concern 
When preparing financial statements, management shall make an assessment of an entity's ability to continue as a going concern. Financial statements shall be prepared on a going concern basis unless management either intends to liquidate the entity or to cease operating, or has no realistic alternative but to do so. 

In assessing whether the going concern assumption is appropriate, management takes into account all available information about the future, which is at least, but is not limited to, twelve months from the date of the statement of financial position. The degree of consideration depends on the facts in each case. When an entity has a history of revenues exceeding expenses and ready access to financial resources, a conclusion that the going concern basis of accounting is appropriate may be reached without detailed analysis. In other cases, management may need to consider a wide range of factors relating to current and expected results from operations, debt repayment schedules and potential sources of replacement financing before it can satisfy itself that the going concern basis is appropriate. 

Financial Statements 
Financial statements, including notes to such statements and supporting schedules to which the financial statements are cross-referenced, shall include all information required for a fair presentation in accordance with generally accepted accounting principles. 
Financial statements include the statement of financial position, statement of operations, statement of changes in net assets and statement of cash flows. Notes to financial statements, and supporting schedules to which the financial statements are cross-referenced, are an integral part of such statements; the same does not apply to information set out in other material attached to or submitted with financial statements. 

Notes to financial statements, and supporting schedules to which the financial statements are cross-referenced, are often essential to clarify or further explain the items in the financial statements. They have the same significance as if the information or explanations were set out in the body of the statements themselves. However, they are not to be used as a substitute for proper accounting treatment. Accounting treatments that are not in accordance with generally accepted accounting principles are not rectified either by disclosure of the accounting policies used or by information provided in notes or supporting schedules. The information conveyed by every note or supporting schedule is consistent with the accounting treatment given to the specific item to which it relates. When explanatory information about any item shown in the financial statements is presented in such a note or schedule, the description of the item is referenced to the note or schedule. 

Comparative Information 
Financial statements shall be prepared on a comparative basis
Comparative information is normally meaningful. However, this may not be the case in some rare circumstances, such as when the financial structure of an enterprise not-for-profit organization has significantly changed, or when a comprehensive revaluation of assets and liabilities has been made in accordance with Comprehensive Revaluation of Assets and Liabilities.

The classification of an item in the financial statements of the current period may be different from that in the financial statements of prior periods as a result of a change in the allocation or grouping of items within or among relevant categories. Such a change in classification is a matter of presentation and is not, in itself, a change in an accounting policy. However, to enhance comparability with the financial statements of the current period, the item is reclassified in the financial statements of the prior period to conform with the new basis. 

An organization preparing interim financial statements may present, as comparative information, the statement of operations, statement of changes in net assets, and the statement of cash flows of the immediately preceding year if year-to-date comparative interim statements were not prepared previously. 

Disclosure 

An organization that prepares its financial statements in accordance with accounting standards for not-for-profit organizations shall state this basis of presentation prominently in the notes to its financial statements. 
When management is aware, in making its assessment of an organization’s ability to continue as a going concern, of material uncertainties related to events or conditions that may cast significant doubt upon the organization’s ability to continue as a going concern, those uncertainties shall be disclosed. 
When financial statements are not prepared on a going concern basis, that fact shall be disclosed, together with the basis on which the financial statements are prepared and the reason why the organization is not regarded as a going concern.

First-time Adoption by Not-for-Profit Organizations

Purpose and Scope 
The purpose of this Section is to ensure that an organization’s first financial statements prepared using standards in of the Handbook, contain high-quality information that: 

(a) is transparent for users and comparable over all periods presented; 

(b) Provides a suitable starting point for accounting under accounting standards for not-for-profit organizations; and 

(c) Can be generated at a cost that does not exceed the benefits to users. 

An organization applies this Section to its first financial statements prepared in accordance with accounting standards for not-for-profit organizations 
Recognition, Measurement and Presentation 
Opening statement of financial position 
Organization prepares and presents an opening statement of financial position at the date of transition to accounting standards for not-for-profit organizations. This opening statement of financial position is the starting point for the organization’s accounting under accounting standards for not-for-profit organizations. 
Accounting policies 
An organization shall use the same accounting policies in its opening statement of financial position and throughout all periods presented in its first financial statements prepared using accounting standards for not-for-profit organizations. Those accounting policies shall comply with the accounting policies effective at the end of the year the organization adopts accounting standards for not-for-profit organizations, except as otherwise specified in this Section. 

An organization, in its opening statement of financial position prepared using accounting standards for not-for-profit organizations: 

(a) Recognizes all assets and liabilities whose recognition is required by the standards; 

(b) Does not recognize items as assets or liabilities if the standards do not permit such recognition; 
(c) Reclassifies items that it recognized previously as one type of asset, liability or component of net assets, but are recognized as a different type of asset, liability or component of net assets under the standards; and 

(d) Applies the standards in measuring all recognized assets and liabilities. 

The accounting policies that an entity organization uses in its opening statement of financial position prepared in accordance with accounting standards for not-for-profit organizations may differ from those that it used for the same date under its previous accounting policies. Any resulting adjustments arise from events and transactions before the date of transition to accounting standards for not-for-profit organizations. An organization shall recognize such adjustments directly in net assets at the date of transition to accounting standards for not-for-profit. 

Disclosure 

In the year of adoption of accounting standards for not-for-profit organizations, an organization shall disclose: 
(a) the amount of each charge to net assets at the date of transition to accounting standards for not-for-profit organizations resulting from the adoption of these standards and the reason therefore; and 
(b) a reconciliation of the excess of revenue over expenses reported in the entity's organization’s most recent previously issued financial statements to its net excess of revenue over expenses under accounting standards for not-for-profit organizations for the same period. 
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