
LEARN TO READ YOUR STATEMENT OF ACTIVITIES
A.K.A. PROFIT AND LOSS

❏ Board Responsibility: Provide Financial Oversight, Ensure Adequate Financial Resources
❏ Executive Director Responsibility: Exercise Responsible Financial Stewardship, Lead and

Manage Fundraising

Learning to read financial statements is a lot like learning a foreign language. At first, you can tell
the paper is filled with symbols, but are at a loss for what they mean. But as you begin to learn the
language, individual symbols start to develop meaning. And soon, you realize, the symbols (as a
whole) are telling you a story.

Are you ready to start learning how to read the Statement of Activities? Let’s begin with the basics.

PURPOSE: What story is being told?

The Statement of Activities tells you how much money came
in, how much went out, and how much was leftover—during
a specific time period.

TERMS: (Did you know there would be so few to learn?)

● Revenue: What came in.

● Expenses: What went out.

● Net Assets: How much the organization is worth.

● Donor Restrictions: A strings-attached gift, only to
be used for a specific purpose.

● Cash Basis: A simple way to tell a financial story.

● Accrual Basis: A more complicated way to tell the
story.

Photo by Taryn Elliott from Pexels

Before we explain the terms in detail, take a look at the Statement of Activities sample. In fact,
print it out so that you can visually follow along as we discuss each term, and then make
observations about the statement together.

https://www.pexels.com/@taryn-elliott?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
https://www.pexels.com/photo/books-on-brown-wooden-shelf-4440123/?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
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SAMPLE
STATEMENT OF ACTIVITIES
Jan 1 - Dec 31, 2020
CASH BASIS

Revenue:
W/O DONOR

RESTRICTIONS
WITH DONOR

RESTRICTIONS TOTALS

Contributions, Gifts, Pledges $310,894 $38,952 $348,846

Program Services 102,576 102,576

Grants & Contracts 10,000 1,500 11,500

Net Assets Released from Restriction 500 (500) 0

Other 50 50

Total Revenue $424,020 $39,952 $462,972

Expenses:

Fundraising $66,501 $66,501

Program Services 250,654 250,654

Grants & Contracts 55,675 55,675

Management & General 105,934 105,934

Total Expenses $478,764 $478,764

CHANGE IN NET ASSETS (15,792)

BEGINNING NET ASSETS $298,545

ENDING NET ASSETS $282,753
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REVENUE: The story of what came in.

For the most part, revenue is self-explanatory. It is any way your organization brings in money.
There are, however, a couple of items worth noting.

Revenue categories are specific to each nonprofit; the sample provided is very basic. Under each
category will be subcategories. For example, under “Contributions” you may find a subcategory
called “Donated Services,” with the specific dollar value for those services. Notice the “Total
Contributions” (below) is the same dollar amount as on the sample statement, but more detail is
provided.

Contributions, Gifts, Pledges

Gifts 297,526

Donated Services $1,739

Estate Gifts $11,629

Total Contributions $310, 894

Other items of note are the columns listed “W/O Donor Restrictions” and “With Donor
Restrictions.” You need to understand how these impact the revenue available for use. To discuss
this further, let’s jump to the next term on the list.

DONOR RESTRICTIONS: A strings-attached gift, only to be used for a specific purpose.

Photo by julie aagaard from Pexels

Usually, your organization’s money can be used any way the
leadership chooses. However, if revenue is donated for a
specific purpose, those funds can not be used for any other
purpose. Therefore, donor-restricted gifts need to be tracked
carefully.

Example: The sample organization sent out a fundraising letter
to solicit $10,000 in donations for a new literacy curriculum.
More than 12 donations came in, totaling $10,500! Remember,
the curriculum only costs $10,000. The Executive Director
reaches out to a donor who gave $500 and explains that more
than enough money came in to purchase the product. She asks
the donor if:

https://www.pexels.com/@julieaagaard?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
https://www.pexels.com/photo/purple-and-yellow-petaled-flowers-1374115/?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
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1. she should return the $500 or

2. if she can use the gift for general operations. The donor loves the organization and is happy
to release the funds from restriction. The Statement of Activity reflects this change by
showing (500) was removed from restriction and added to the “W/O Restrictions” column.

Please Note: The Statement of Activities is not always provided with Restricted and Unrestricted
donations as columns. When restricted donations are not shown as column entries, you can usually
find them listed as line items.

EXPENSES: The story of what went out.

Expenses are very cut and dry. This section simply records what your organization spent during the
specified period of time. There are a few nuances with expenses, but those will be explained in the
Cash and Accrual Basis section (below).

NET ASSETS: The story of how much the organization is worth.

The Net Assets of the organization are tracked in the Statement of Financial Position (a.k.a. Balance
Sheet) and then transferred to the Statement of Activities. You will want to learn to read the
Statement of Financial Position (SFP), too. All you need to know, for now, is that the Net Assets are
calculated from the SFP as follows:

Equation: Total Assets - Total Liabilities = Net Assets

The Total Assets include anything the organization owns, including cash in the bank, financial
investments, petty cash, and owned property.

The Total Liabilities include anything that the organization owes, including the mortgage, payroll,
credit card debt, security deposits the organization is holding for clients, etc.

Let’s return our focus to the Statement of Activities.

● Change in Net Assets (CNA): The Change in Net Assets (CNA) is the di�erence between the
Total Revenue (TR) and Total Expenses (TE) for the time period under review.

Equation: TR - TE = CNA

Sample Equation: $462,972 - $478,764 = -$15,792
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● Beginning Net Assets (BNA): Obviously, this number reflects the Net Assets that the
organization started with at the beginning of the financial period. This number can be found
in the previous accounting period’s Statement of Financial Position (a.k.a. Balance Sheet) under
the header Total Net Assets. The number reflects the sum of the Unrestricted (U) and Restricted
(R) Net Assets from the previous accounting period.

Equation: U + R = BNA

● Ending Net Assets (ENA): This number answers “What is left over after a specific account
period?” Once calculated the number will be transferred to the Statement of Financial
Position and recorded as the Total Net Assets for the end of the current accounting period.
Additionally, this number will be recorded as the Beginning Net Assets on the Statement of
Activities at the start of the next accounting period.

Equation: BNA + CNA = ENA

Sample Equation: $298,545 + (15,792) = $282,753

CASH & ACCRUAL BASIS: How do their stories di�er?

Your nonprofit either uses a Cash or Accrual based accounting method. To determine which, look
in the top left corner of the Statement of Activity. If you don’t see the word Cash or Accrual in the
corner - ask your bookkeeper, accountant, or Board Treasurer which method is used.

Why is knowing important? Because the method used will impact how you interpret (read) the
statement (story). Each method tells a di�erent story about the money your nonprofit makes,
spends, and saves.

Consider a piggy bank.

The Cash Basis represents the classic piggy bank. Money is
either in the piggy bank (revenue) or out (expenses). The
di�erence between the two is the amount inside the piggy bank
only for that period of time (revenue - expenses = change in net
assets). This change in assets is then subtracted from the assets
that were previously in the piggy bank. The Cash Basis tells a
“right now” story for a specific period of time by answering:
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● What went into my piggy bank during this timeframe?

● What exited my piggy bank during this timeframe?

● What remained in my piggy bank during this timeframe?

The upside to the Cash Basis is its conceptual concreteness and bookkeeping ease. The downside is
that it doesn’t take into account unpaid or delinquent bills OR a big recently approved grant that
may impact financial decision-making. Nor does it allow a board to project income or expenses
based on historical data from a specific timeframe. Therefore, other financial statements are
needed to gain a full financial picture.

The Accrual Basis piggy bank does more than record what is physically put in or pulled out of the
piggy bank, it also records committed money. However, this committed money has not yet been
pulled out of or put into the piggy bank. In some ways, it is hypothetical money. If a Statement of
Activities reader didn’t know that the Accrual Basis was being used, they would assume all the
financial transactions had already occurred. Do you see how this changes the story? Don’t worry,
we will explain this concept further.

The story told by the Accrual Basis is both “right now and futuristic” for a specific designated period of
time and answers:

Photo by Tara Winstead from Pexels

● What went/will go into my piggy bank as
a result of commitments made during
this time period?

● What left/will leave my piggy bank as a
result of commitments made during this
time period?

● How much will be/is remaining in my
piggy bank after all commitments made
in this time period are finalized?

For clarity, (or perhaps to beat a dead horse) these are the types of money the Accrual basis counts:

● Current money. (cold hard cash)

● Current expenses. (payments completed during the designated time period)

● Future money. (pledges, invoices for services, or grants that were not received but committed during the designated
time period)

https://www.pexels.com/@tara-winstead?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
https://www.pexels.com/photo/person-reaching-out-to-a-robot-8386434/?utm_content=attributionCopyText&utm_medium=referral&utm_source=pexels
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● Future expenses. (financial obligations made during the designated  time period that are yet to be paid, like: credit
card purchases, purchases on store accounts, bills received, future contracted work, etc.)

Here’s the downside to the Accrual Basis—it doesn’t care about telling a story about each type of
transaction it records. It only cares about telling the story of the whole piggy bank. If a board
member wanted to know how much “physical money” was received during the accounting period,
another type of statement would be referenced. Additionally, the process for recording this method
usually requires an accountant or highly qualified bookkeeper. On the positive side, the Accrual
Basis allows for a more accurate future budgeting process. And it shows the reader what will be
available once all upcoming expenses and income are accounted for. Capisce?

Note: The Cash Basis is usually used by small to medium-sized nonprofits while the Accrual Basis is
usually used by medium to large-sized nonprofits. The di�erence occurs because the IRS
recommends Accrual Basis for nonprofits of a certain size, though any nonprofit from the smallest
to the largest can use it.

READING THE SAMPLE TOGETHER

Let’s read the story of this Statement of Activities together. To help understand the story, we will
make observations and ask clarifying questions. Please have a copy of the sample as you work
through this section.

1. What period of time is this Statement of Activities looking at?

January 1 - December 31, 2020

2. What Accounting Calendar does this organization use? Calendar Year or Fiscal Year?

This statement doesn’t answer this question but as a reader, you should ask someone
in your organization, if you don’t know.

3. What type of accounting method is being used?

Cash Basis

4. When I read a suspense novel I  often take a peek at the end of the book, to make sure my
favorite characters survive. For the same reason, I also like to take a peek at the end of the
Statement of Activities before reviewing the rest. What was the reported Change in Net
Assets?

● $15,792
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Any time you see a deficit in the Change in Net Assets, you should ask “Why?” For that
matter, ask “Why” if there is a sharp increase in Net Assets or if there isn’t any
movement (if the organization has committed to increasing fundraising). This
number is an indicator of what is and isn’t happening in your organization.

Note: All organizations have regular patterns of high and low revenue generation.
Usually, revenue increases right after a fundraising event or End-of-Year campaign. If
your Statement of Activities is looking at a quarter instead of the entire year, a deficit
may be normal for that timeframe. Still ask, “why?”

5. Let’s jump back to the beginning of the story and start looking at Revenue and Expenses. It is
a good practice to pull out your organization’s annual budget at this point, or request the
accountant provide you with an Actuals vs Budget comparison. Here is a sample of what that
might look like:

Revenue: ACTUAL BUDGET

Contributions, Gifts, Pledges $310,894 $300,000

Program Services 102,576 100,000

Grants & Contracts 10,000 30,000

Expenses:

Fundraising $66,501 $45,000

Program Services 250,654 260,000

Most of the actuals are close to the budgeted amounts. However, it looks like your
nonprofit didn’t bring in as much in Grants and spent considerably more on
Fundraising than anticipated. By having this side-by-side review of the financials you
would have been able to answer the question “why” regarding the deficit on your own.
Now the question that needs to be asked is, “What happened?”

Hint: Looking at the Statement of Activities from the previous year or two is a great
exercise. (Make sure you are using the same time frame for each year.) By comparing
two or three years of statements, a reader will be able to identify positive trends or
negative changes.
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6. Did you notice that Program Services is listed under both the Revenue and Expenses? Here’s
what you need to think about in these cases.

Sometimes a nonprofit will charge minimal fees for a program without the goal of
fully paying for the program through these fees. By looking at the Budget vs. Actuals
sample on the previous page, it is clear by comparing the amount brought in, amount
budgeted to bring in, expected expenses, and actual expenses that this organization
never intended to “pay” for its programs through fees.

However, this is not always the case.

Some nonprofits run a Thrift Store to help the organization become financially
sustainable. If the Thrift Store is chronically losing money, the goal of sustainability
will not be reached and a board-level discussion needs to happen.

Additionally, if an organization is regularly running a deficit, considering increasing
program fees may be a good solution to closing the gap.

7. The Statement of Activities can be used in greater detail when reviewed side-by-side with
other financial statements. To learn a few more basics, read “Easy Calculations: To help you
interpret financial statements”.

https://gianfortefoundation.org/wp-content/uploads/Easy-Calculations-to-Help-You-Interpret-Financial-Statements.pdf
https://gianfortefoundation.org/wp-content/uploads/Easy-Calculations-to-Help-You-Interpret-Financial-Statements.pdf

