
What’s in a name? 
Nonprofit (non-prof-it) n. corporation, association, or other legal  
entity that is “organized for purposes other than generating profit 
and in which no part of the organization’s income is distributed to its 
members, directors, or officers”¹

There is more than one way to categorize nonprofits. However, the  
IRS organizes tax-exempt entities into five overarching categories²:

 � Charitable Organizations

 � Churches and Religious 
Organizations

 � Private Foundations

 � Political Organizations

 � Other Nonprofits

Net Assets
With ASU 2016-14, the Financial Accounting Standards Board (FASB) released 
the most significant updates to nonprofit accounting in 20 years. This update 
included a reclassification of net assets from three categories to two:

Nonprofit Financial Statements
Statement of Financial Position: Shows assets,  
liabilities, and net assets—similar to a for-profit balance sheet

Statement of Activities: Shows the change in net assets, calculated 
as total revenue minus total expenses, for a specific period of time—
similar to a for-profit income statement.

Statement of Cash Flows: Shows the change in cash and cash 
equivalents for a specific period of time organized in three categories: 
net cash from operating, investing, and financing activities³

Statement of Functional Expenses: Shows the relationship  
between functional expenses—programs, management and general, 
and fundraising—and natural expenses (e.g., utilities, insurance, etc.)

 ƣ Fees for Goods  
and Services

 ƣ Contributions

 ƣ Grants

 ƣ Investments

 ƣ Membership Dues

 ƣ Fundraising Events

Types of Revenue  
at Nonprofits

Net Assets Without Donor Restrictions:
Formerly “unrestricted net assets,” these are monies 
that may be spent as the nonprofit chooses.

Net Assets With Donor Restrictions: 
Formerly separated into “temporarily restricted net assets” 
and “permanently restricted net assets,” these are funds 
that can only be spent as intended by the donor or funder

Partner with other 
departments. 
Explore the time- and cost- 
saving benefits of integrating 
mission-critical solutions,  
such as your fundraising  
and accounting software.

Time-Saving Shortcuts

Automate processes.
Use your accounting solution  
to automate repetitive tasks 
and processes, such as bank 
reconciliation to alleviate the 
administrative burden on  
your finance team.

Go paperless. 
If your accounting solution 
allows, use media attachments 
and document workflows  
to eliminate the need  
to manage receipts.

The Map to  
Nonprofit Accounting
While there are parallels between for-profit and 

nonprofit accounting, there are specific financial 

tracking and reporting requirements unique to 

nonprofit accounting. An organization’s ability to 

comply with those requirements can mean the 

difference between losing its nonprofit status  

and accelerating a path to long-term success.

1Cornell Law School, 2020, 2Internal Revenue Service (IRS) 
Exempt Organization Types, 2020, 3Accounting Coach, 2020

Security is weak in the cloud. 
Industry standard cyber security frameworks ensure that 
your systems and data are protected from malicious 
threats with rigorous, multi-layered security measures.

The cloud is expensive. 
Cloud computing often reduces or eliminates hardware 
maintenance and replacement costs.

We’ll lose ownership of our data.
Standard cloud contracts list the customer as the  
full owner of their data.

Moving to the cloud is too difficult.
If your organization has been relying on legacy, on-premise 
software to support your mission, you could be missing 
out on opportunities for greater efficiency.

Myths About Cloud Accounting SoftwareBenefits of Fund 
Accounting Software

Clarity
Communicate financial 
performance with an 
emphasis on mission impact 
rather than profitability

Compliance
Meet industry accounting 
and reporting requirements, 
audit standards, and  
honor funder intent

Communication
Report to donors,  
supporters, and other key 
stakeholders how funds  
are being used to drive  
the organization’s mission

Control
Maintain proper segregation 
of duties to ensure proper 
accountability of funds

The Basics 
Assets: Things the organization 
owns, such as laptops, patents,  
or cash

Liabilities: Things the organization 
owes, such as loans or payables

Net Assets: Rather than equity  
or retained earnings, the statement 
of financial position shows net 
assets, which are organized into 
two categories: net assets without 
donor restrictions and net assets 
with donor restrictions

Fund Accounting: Used by  
tax-exempt organizations,  
this system of accounting 
emphasizes accountability  
rather than profitability

Learn how the right fund accounting tech 
can help you navigate twists and turns.

Download the buyer’s guide

https://www.law.cornell.edu/wex/non-profit_organizations
https://www.irs.gov/charities-non-profits/exempt-organization-types
https://www.irs.gov/charities-non-profits/exempt-organization-types
https://www.accountingcoach.com/cash-flow-statement/explanation
https://hello.blackbaud.com/The-Buyers-Guide-to-Fund-Accounting-Software.html

