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PWhat must a Director know about
nonprofit finances?

PThings we will learn today:
< Basics of Nonprofit Finances
< Basics of Budgets
< Accountability
< Best Practices

PBasic - Intermediate Level

The Board of Directors is responsible
for the financial integrity of the

nonprofit organization



PFinancial Oversight is the review of both
finances and financial practices.

< Ensures safe, ethical financial procedures
< Protects the Nonprofit and the Directors/Staff
< Provides integrity and transparency for the public
< Catches financial difficulties before they become

impossibilities

What is Financial Oversight?
Watch the money - Watch the people



PBasic Reports
< Income/Expense
< Balance Sheet

P Intermediate Reports
< Compilation
< Review

PAdvanced Reports
< Audit
< Statement of Financial Position

What are Financial Reports?
How Complicated Must They Be?



P Income/Expense
< (aka: Profit & Loss, P&L,

Cash Flow)
< Reports income from all

sources, all expenses
< Include Restricted Funds
< Should be provided at

every board meeting
< What’s missing from this

one?

Basic Reports
Nonprofits < $25,000/year annual income



PAccount Balance
< (aka: Balance Sheet)
< Cash account balance
< Asset balance
< Should be provided at

every board meeting (in
some form)

< What are Retained
Earnings?
– Accumulated net income

from all previous years

Basic Reports
Nonprofits < $25,000/year annual income



PYear-End Accounting
< Accounting method

– Cash versus Accrual
< Year-End Review

– Internal (Audit/Review)
– Compilation
– Review
– Audit

< Government Reporting
– IRS 990N
– State NP20

Basic Reports
Nonprofits < $25,000/year annual income



PSame as Basic -PLUS:
< Internal Audit Team
< CPA Review or Audit
< Some detailed reports
< Additional Financial

procedures
< IRS 990 EZ (not 990N)

Intermediate Reports
Annual Income $25,000 - $100,000



PAll Reports in Basic
and Intermediate

PPLUS – 
< Additional Financial

Procedures
< IRS 990 required
< Full Audit

– Financial Information
– Financial Management
– Assets and Inventory

Advanced Reports
Nonprofits > $100,000 Annual Income
Also - significant government grants



PWhy are Budgets important?
< Internal planning and control
< Grant applications require budgets
< Catch problems early

PHow do you create a Budget?
< Look at previous years’ cash flow
< Where did $$ come from?
< Where did $$ go to?
< How do grants, events, factor in?

Budgets!
Keys to Nonprofit Success



P Income
< Fund Raising
< Donations
< Memberships
< Grants

PExpense
< Cost of Fund Raising
< Programs
< Member Services
< Donations

Budgets
Elements of a Budget



P IRS Reporting Requirements
< < $25K – 990N
< >$25K – 990 EZ or 990

PState Reporting Requirements
< NP 20 – Attach copy of 990, if one is filed

PSometimes, taxes must be paid
< “Unrelated Business Income Tax” (UBIT)
< Gambling Revenue
< Employment taxes

PPenalty for failure to report – 
< LOSS of nonprofit status!

Boards, Budgets and Taxes
Why should Nonprofits worry about taxes?



PFinancial Policies
< Handling money
< Recording money 
< Reporting money

PFinancial Controls
< Deposits
< Checks
< Documentation

PAudit-Review Process
< Internal Team
< External (independent)

Accountability
More than Dollars and Sense (Cents)



PD&O Insurance
< Breach of Duty
< Wrongful Acts
< Mismanagement

PWhat it does
< Provide legal defense
< Pay claims

PWhat it doesn’t do
< Normal liability claims
< Criminal acts

Directors & Officers Insurance
Protecting Board and Key Staff



PMy homeowners insurance will cover it
< Many homeowners’ policies DECLINE this

P I’m protected by law
< There is some protection for volunteer

boards, but it can cost $$ to prove it
PWe’re a nonprofit - We’ll never be sued
< You’ve got to be kidding!

D&O Insurance
Common Myths



PBoard misconduct
PEmployee issues
< Misconduct
< Sexual (or other) harassment
< Wrongful termination (or failure to hire)
< Criminal conduct by employees

PMishandling funds
< Negligence
< Deliberate (versus criminal)

D&O Insurance
Types of Claims



PPractice clear, decisive financial governance
PAdopt Ethics and Conflict of Interest Policies
P Implement Financial Controls
PEngage regular, independent financial review
PPromote transparency of Reporting
PDevelop a Risk Management Plan
PKnow emerging nonprofit financial issues

Nonprofit Financial 
“Best Practices”

Compliance, Competence and Confidence



PProper policies in place
PReview all financial documents
PProcedures to verify data
PSafeguard Nonprofit assets
PCompliance with legal and tax

reporting

Clear, Decisive Governance
Best Practices for Conduct



PConflict of Interest Policy
< Signed by Board and Staff annually
< Practiced openly
< Transparency critical to credibility!

PEthics
< Newspaper Headline Test
< Appearance of Impropriety

Ethics/Conflict of Interest
Best Practices for Integrity
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PGAAP Standards
PFinancial Procedures Manual
PRestrictions documented and honored
< Donor restrictions
< Grant requirements
< Commingling Funds

PTraining program for Staff and Board
PDocument Retention Policy

Financial Controls
Best Practices for Management



P Internal Audit Team
< Board Members
< “Friends of Nonprofit”
< Report to Treasurer, Board

PExternal Audit
< Independent review of books

– Does not also provide bookkeeping
< Independent review of practices
< Notes issues with methods
< Suggests reforms

Independent Review
Best Practices for Accountability



PAudited Financial Statements
P IRS Tax returns
PState Reporting

Transparency of Reporting
Best Practices for Public Access



P Identifies risk
PRanks risk
P Identifies policies
P Implements protections
PProvides procedures in

event of crisis

Risk Management Plan
Best Practices to Prevent Financial Crisis



PPeople -- board members, volunteers, employees,
clients, donors, the public.

PProperty -- buildings, facilities, equipment,
materials, copyrights, trademarks.

P Income -- sales, grants, contributions, sponsors,
fund raising

PGoodwill -- reputation, stature in the community,
and the ability to raise funds and appeal to
prospective volunteers

Risk Management Plan
Types of “Risk” to “Manage”



PSubscribe to Nonprofit forums
< Board Source, INRN workshops

PListen to your stakeholders
< What concerns affect them?

PListen to your professionals
< Attorney, CPA

Know Emerging Nonprofit Issues
Best Practices to Staying Current



PHistory of SOX
PNonprofits (voluntary) adoption
< Greater threshold of accountability
< More formal review structure

– Internal Controls
– Internal Audit Team
– Procedures, Policies in place
– FOLLOW procedures and policies

PSOX and the future of Nonprofits

A Word About SOX
Sarbanes-Oxley Act and Nonprofits



So... 
What did we learn?

Case Study



PNuts-and-bolts
< Financial Statements, P&L, Balance Sheet
< Reporting requirements - State and Fed

PPhilosophy of effective financial
governance
< Financial Policies
< Financial Procedures
< Risk Management Policy
< Board and Staff Conduct Policy

Effective Financial Oversight
Managing Nonprofit Finances
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