For nonprofit organizations, understanding how to identify and report restricted net assets is an important part of
maintaining accurate financial statements and honoring donor intent. This guide is designed to help you think through
common restricted funding situations, including how to classify contributions, when revenue should be recognized, and
when restrictions are considered satisfied.

WHAT ARE RESTRICTED NET ASSETS?
Restricted net assets are based on the donor’s intent for how or when funds should be used. When a donor places a
specific limitation on a gift, your organization should track those resources separately until the restriction has been
fulfilled.

« Nonprofits must classify net assets into two categories: with donor restrictions and without donor restrictions.

« Restricted net assets are funds subject to donor-imposed stipulations. These restrictions are typically communicated

through award letters, grant agreements, pledge documents, or other written donor correspondence.
« Restrictions generally include purpose, time, and perpetual restrictions.

STEP 1: DETERMINE THE NATURE OF THE FUNDING

Before determining whether funding is restricted, it is helpful to first identify what type of funding your organization has
received. Contributions, exchange transactions, and conditional grants are treated differently for accounting purposes, so
this step helps set the foundation for proper reporting.

1.Determine whether the transaction is a contribution or an exchange (earned income/program revenue) transaction.
a.Please Note: if the funding comes from a government grant which is invoiced on a monthly or quarterly basis it is
considered unrestricted. This is due to the expenses being incurred prior to receiving funds.
2.Then determine whether the contribution is conditional or unconditional.
3. Conditional contributions are recognized when barriers are met (you need to construct a building first before funds are
received); unconditional contributions are recognized upon notification.
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STEP 2: DETERMINE WHETHER THERE IS A DONOR RESTRICTION

After you determine that a contribution is unconditional, the next step is to look for any donor-imposed restrictions. These
restrictions must come from the donor; internal board designations or management decisions do not create donor-
restricted net assets.

1.1f unconditional, determine if donor restrictions exist.
a.Examples
i.You receive funds in 20X5 to be used for 20X6 operations (time)

ii. You receive notification in 20X5 of $5 million to be awarded and released over the next five years (time)

iii. You receive funds in 20X5 to be used for a specific program (purpose)

iv.You receive funds in 20X5 to be held in perpetuity (perpetual) with interest earned must be spent on a specific

program (purpose) or interest can be spent on general operations (only interest is unrestricted)

2.If restricted, record as net assets with donor restrictions; if not, record as without donor restrictions.

RECOGNITION MODEL WHEN ARE RESTRICTIONS MET?
For organizations using accrual accounting, revenue is A restriction is generally considered met once
recognized when the organization has an unconditional right the donor’s stated requirement has been

to the contribution—not necessarily when the cash is satisfied. This may happen when the funds are
received. This distinction is especially important for pledges, used for the intended purpose, the required time
grants, and multi-year commitments. period has passed, or the related expenses have

been incurred.
1.Revenue is recognized when the contribution is

unconditional and the organization is entitled to the 1.Restrictions are considered met when the
assets. purpose is fulfilled or time restrictions lapse.

2.Recognition occurs regardless of cash receipt timing 2.This triggers reclassification to net assets
under accrual accounting. without donor restrictions.

JOURNAL ENTRY FRAMEWORK

The sample entries below show how a restricted contribution may be recorded and later released once the restriction has
been met. Your organization’s actual entries may vary depending on its chart of accounts, internal policies, and financial
statement presentation.

Example Receipt of resitricted contribution: Example Release from restriction:

Dr. Cash (or Receivable) $20,000 Dr. Expenses $15,000
Cr. Cc_)nt.r|but|on Revenue - With Donor $20,000 Cr. Cash $15.000
Restrictions

Dr. Net Assets Without Donor Restrictions $20,000 Dr. Net Assets Released from Restriction $15,000
Cr. Net Assets With Donor Restrictions $20,000 Cr. Net Assets Without Donor Restrictions $15,000
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SPECIAL SCENARIO: SAME-YEAR RELEASE

In some cases, a donor restriction is satisfied in the same reporting period in which the contribution is received. When this
happens, your organization may be able to apply a consistent accounting policy for reporting those contributions, as long
as the policy is appropriate and properly disclosed.

1.1f received and spent in the same year, organizations may adopt a policy to report as unrestricted if applied
consistently.

2.In some cases, a donor-restricted contribution may be reported as without donor restrictions when the restriction is
met in the same reporting period, provided the policy is applied consistently and disclosed appropriately.

COMMON SCENARIOS

The scenarios below highlight several common restricted funding situations and the general accounting treatment for
each. Because the facts and donor documentation can vary, it is important to review the underlying agreement or
communication before determining the appropriate classification.

Purpose Time Condihonal Mult-year
B-estriction B-estriction Grant Pledges
Record as restricted Record as restricted Record as a liability Typically treated as time
and release when the and release in the until the required restricted based on the
funds are used for the appropriate future conditions have payment schedule or
intended purpose. period. been met. donor agreement.

When evaluating restricted net assets, donor intent should be the primary consideration. Clear documentation, consistent
accounting policies, and timely release of restrictions can help your organization present financial information accurately
while demonstrating strong stewardship of donor resources.

QUESTIONS?

Reach out to our
nonprofit advisors

Our nonprofit advisors are here to help you navigate
accounting questions with clarity and confidence.
Whether you are evaluating restricted funding,
strengthening internal processes, or planning for future
growth, we provide practical guidance that helps your
organization make informed decisions and move its
mission forward with confidence.

LEARN MORE —



https://abdosolutions.com/industries/nonprofit-accountants/
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