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PREAMBLE  
America’s nonprofit sector serves the public interest and plays an essential role in our society and 

economy. Hard at work strengthening communities across the nation, nonprofits enrich our lives in a 

variety of ways by creating a broad array of benefits to society in fields such as charitable, religious, 

scientific, economic, health, cultural, civil rights, environment, and education.  

 

Public investment and confidence drive the success of nonprofit organizations.  Individuals, corporations, 

foundations, and federal, state, and local governments add value to the services that nonprofits provide by 

investing time, resources, and funds.   

 

The Standards for Excellence Institute aims to raise the level of accountability, transparency, and 

effectiveness of all nonprofit organizations to foster excellence and inspire trust.  The Standards for 

Excellence code (Standards, or code) provides a framework and step-by-step guidelines to achieve a well-

managed and responsibly governed organization.  

 

The code builds upon the legal foundations of nonprofit management, governance, and operations to 

embrace fundamental values such as honesty, integrity, fairness, respect, trust, compassion, responsibility, 

and transparency.  The code consists of six Guiding Principles in 27 topic areas with specific performance 

benchmarks that characterize effective, ethical, and accountable organizations. The Institute helps the 

nonprofit sector operate in accordance with the Standards for Excellence code by providing educational 

resources, assistance, and a voluntary accreditation process.   

 

The Standards for Excellence Institute encourages all nonprofit organizations to adopt the Guiding 

Principles of the Standards for Excellence code. By implementing the performance benchmarks in the code, 

nonprofit organizations will meet the highest ethical standards for effective service in the public interest. 

 

STANDARDS FOR EXCELLENCE - GUIDING PRINCIPLES  
 
I.      MISSION, STRATEGY and EVALUATION 
Guiding Principle: Nonprofits are founded for the public good and operate to accomplish a stated purpose 

through specific program activities. A nonprofit should have a well-defined mission, and its programs 

should effectively and efficiently work toward achieving that mission. Nonprofits have an obligation to 

ensure program effectiveness and to devote the resources of the organization to achieving its stated 

purpose. 

 

II.     LEADERSHIP: BOARD, STAFF, and VOLUNTEERS 
Guiding Principle: Nonprofits depend upon effective leadership to successfully enact their missions and 

programs.  Effective leadership consists of a partnership between the board and management, each of 

which plays an essential role. Understanding and negotiating these shared and complex elements of 

leadership is essential to the organization’s success. A nonprofit's employees and volunteers are 

fundamental to its ability to achieve its mission. 

 

Board members are in a position of trust to ensure that resources are used to carry out the mission of the 

organization. An organization’s board leadership should consist of volunteers who are committed to the 

mission and who demonstrate an understanding of the community served. An effective nonprofit board 

should determine the mission of the organization, establish management policies and procedures, assure 

that adequate human and financial resources are available, and actively monitor the organization's 

allocation of resources to effectively and efficiently fulfill its mission.   

 

Nonprofits should also have executive leadership which carries out the day-to-day operations of the 

organization, ensures financial and organizational sustainability, and provides adequate information to the 

board of directors. An organization's human resource policies should address both paid employees and 

volunteers and should be fair, establish clear expectations, and provide meaningful and effective 

performance evaluation. 

 



 

III.    LEGAL COMPLIANCE and ETHICS 
Guiding Principle: Nonprofits enjoy the public’s trust, and therefore must comply with a diverse array of 

legal and regulatory requirements.  Organizations should conduct periodic reviews to address regulatory 

and fiduciary concerns. One of a leadership’s fundamental responsibilities is to ensure that the organization 

governs and operates in an ethical and legal manner. Fostering exemplary conduct is one of the most 

effective means of developing internal and external trust as well as preventing misconduct.  Moreover, to 

honor the trust that the public has given them, nonprofits have an obligation to go beyond legal 

requirements and embrace the highest ethical practices. Nonprofit board, staff, and volunteers must act in 

the best interest of the organization, rather than in furtherance of personal interests or the interests of third 

parties. A nonprofit should have policies in place, and should routinely and systematically implement those 

policies, to prevent actual, potential, or perceived conflicts of interest.  Ethics and compliance reinforce 

each other. 

 

IV.     FINANCE AND OPERATIONS 
Guiding Principle: Nonprofits should have sound financial and operational systems in place and should 

ensure that accurate records are kept. The organization's financial and nonfinancial resources must be used 

in furtherance of tax-exempt purposes. Organizations should conduct periodic reviews to address accuracy 

and transparency of financial and operational reporting, and safeguards to protect the integrity of the 

reporting systems. 

 

V.      RESOURCE DEVELOPMENT 
Guiding Principle: The responsibility for resource development is shared by the board and staff.  Nonprofit 

organizations depend on an array of sources of financial support. An organization's resource development 

program should be maintained on a foundation of truthfulness and responsible stewardship. Its resource 

development policies should be consistent with its mission, compatible with its organizational capacity, and 

respectful of the interests of donors, prospective donors, and others providing resources to the organization. 

 

VI.     PUBLIC AWARENESS, ENGAGEMENT, and ADVOCACY 
Guiding Principle: Nonprofits should represent the interests of the people they serve through public 

education and public policy advocacy, as well as by encouraging board members, staff, volunteers, and 

stakeholders to participate in the public affairs of the community. When appropriate to advance the 

organization’s mission, nonprofits should engage in promoting public participation in community affairs 

and elections.  As such, they should communicate in an effective manner to educate, inform, and engage 

the public. 

 

ABOUT THE STANDARDS FOR EXCELLENCE INSTITUTE 
The Standards for Excellence Institute is a national initiative established to promote the highest standards 

of ethics and accountability in nonprofit governance, management and operations, and to facilitate 

adherence to those standards by all nonprofit organizations.  The Institute uses as a vehicle the Standards 

for Excellence program, a system of nonprofit sector industry self-regulation originated by the Maryland 

Association of Nonprofit Organizations and currently replicated by licensed partners in Alabama, Central 

Virginia, Colorado Springs, Delaware, Ohio, Oklahoma, and Pennsylvania.  The program is also being 

offered to chapters of The Arc nationwide through The Arc of the United States, to the American Nurses 

Association, and to Catholic nonprofit organizations nationwide through the National Leadership 

Roundtable on Church Management. 

 

The centerpiece of the Institute’s program is the Standards for Excellence: An Ethics and Accountability 

Code for the Nonprofit Sector.  The Institute also makes available to member organizations a 

comprehensive system of educational tools to enable individual nonprofit organizations to improve their 

governance and management practices. Standards for Excellence accreditation is available to individual 

organizations through a rigorous peer review process in selected locations and nationwide through the 

Standards for Excellence Institute. 

 

For more information about joining the Standards for Excellence Institute or to obtain additional copies of 

the booklet or educational resource packets visit our website at www.standardsforexcellenceinstitute.org.  

https://webmail.mdnonprofit.org/owa/redir.aspx?C=cf24e5b19fad447fbcf98e17472a7959&URL=http%3a%2f%2fwww.standardsforexcellenceinstitute.org
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FINANCIAL BUDGETING, REPORTING, AND MONITORING 
 

As the Standards for Excellence: An Ethics and Accountability Code for the Nonprofit Sector 

states: 

 

The board should annually approve the organization’s budget and the organization should be 

operated in accordance with this budget. 

 

The organization should periodically assess the organization’s financial performance in relation to 

the budget. A nonprofit should create and maintain reports on a timely basis that accurately reflect 

the financial activity of the organization. Internal financial statements should be prepared at least 

quarterly, should be provided to the board of directors, and should identify and explain any 

material variation between actual and budgeted revenues and expenses. 

 

The board should annually review the percentages of the organization’s resources spent on 

program, administration, and fundraising. 

 

For nonprofits with annual revenue in excess of $500,000, the annual financial statements should 

be subject to audit by a Certified Public Accountant. The board should hire the auditor. The full 

board should approve the audited financial statements and receive a copy of the management 

letter (if any). The board should monitor the implementation of the recommendations of the 

management letter, if applicable. 

 

Introduction 
Each nonprofit organization, whether its annual budget is $300 or $3 million, needs to be 

concerned with financial planning and monitoring.  One of the most important responsibilities of 

a nonprofit board of directors is the oversight of the financial health of the organization.  There 

are three essential elements to financial oversight:  

 The budget - a forward-looking document, to be used in planning for the organization’s 

future 

 Financial statements - updated documents for periodically monitoring the financial 

situation of an organization, and 

 The annual audit - a backward looking review of the past year’s financial activity and 

results certified by an independent Certified Public Accountant (CPA).  Organizations 

with revenue under $500,000, depending on the state law, may be required to have a 

formal review completed by a CPA. 

 

The packet also includes a discussion of the Form 990, an annual information return, a version of 

which is   required to be filed with the Internal Revenue Service by most organizations exempt 

from taxation. (Churches and certain church-affiliated organizations are excepted from filing)  
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The Budget 
The board should review and approve the annual budget for the organization.  The adoption of an 

annual budget allows the board to plan for the organization’s activities and provide a method to 

help the organization focus on its mission and financial well-being.  Budgets cover a specific 

time frame (typically the organization’s fiscal year) with spending and income projected in 

specific categories.  The two most common components of the annual budget are:  

 
Operating Budget  
The operating budget outlines planned revenues and expenditures for a set amount of 

time (typically a year).  

 

Capital Budget  
The capital budget is used to plan major expenditures, primarily the purchase of major 

equipment such as vehicles and structures that have a high upfront cost, but a longer-

term use.  The capital budget typically includes; a listing of what is needed, rationale, 

cost (including other costs directly related to the purchase), and expected income to be 

derived (e.g. rent); and amount of total capital budget based on sources of funding 

(donor contributions, program revenue, etc.). 

 

 

The Finance Committee 
While it is not required for all organizations to have a finance committee, having a separate 

committee focused on financial inflows and expenses may help disseminate information in a 

comprehensive way to the entire board.  The board’s finance committee often works with staff to 

draft the annual budget.  The approved budget should provide parameters within which staff are 

authorized to carry out the organization’s work.  The full board should review the draft budget 

with care before approving it, to insure that: 

● Major program expenditures make sense in light of organizational priorities; 

● Expenditures do not exceed projected revenues, and revenue projections appear 

reasonable and achievable;
1
  

● The  budget is in line with board policies in areas such as salary administration, benefits, 

depreciation, capital purchases, etc. Material  variances from previous year’s actual 

performance are noted and explained.
 
 

 

Steps in the Budget Process 
The budget process begins once the organization has developed both its programmatic and 

financial goals and objectives for the coming budget cycle (i.e., one year).  Using these plans and 

the projected revenues, organizations can estimate revenues and expenditures.
2
 

                                                 
1
In the budgeting process, it is possible to show a loss in a situation like a capital campaign where revenues are 

recorded in an earlier year, and expenditures in later years reduce net assets. 
2
Hankin, Seidner, and Zietlow. Financial Management for Nonprofit Organizations, 1998. 
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 3 

 

Budgeting is a process that involves goal setting and plan implementation.  Bringing together 

information from program staff, the board, and management staff, budgeting is often an inclusive 

and ongoing process.  In fact, in some organizations, individuals from all levels of the 

organization have a role in the budgeting process.  Dropkin and LaTouche point out that “careful 

attention to the budgeting process will lead to greater financial stability, operational 

effectiveness, efficiency, and responsiveness to organizational needs and priorities.”
3
 

 

The budget process is often completed in five steps
4
: 

 

Step 1   

Establish a budget policy outlining purposes of the operating budget, uses for the budget, 

guidelines, and time lines for budget development revision.  A standard budget format should be 

used for all programs.  The budget should be divided by activities and line item categories.  

Budgets should be negotiated with sufficient flexibility to allow the organization to account for 

changes in actual cost.  Annual budgets should be approved at a set board meeting each year 

prior to the start of the fiscal year. 

 

Step 2  
Gather data linking goals with how you expect to achieve them.  Data can be from sources such 

as strategic plans, work plans, past budgets and financial statements, balance sheets, borrowing 

data, or other sources.  Typically, organizations also collect economic projections (such as 

interest rates, inflation, discretionary income, labor costs, charitable giving, fundraising costs, 

gifts-in-kind, and capital project projections) from management program staff, depending on 

budget policies. 

 

Step 3  
Forecast expenses and revenues for the year.  Some revenue lines typically found in an operating 

budget include:  

 

 Contributions from the general public 

 Membership/dues revenue 

 Grants/awards broken down by funding source with time and purpose restrictions, if 

applicable 

 Revenues from fundraising activities 

 Sales of goods or services by specific type (if more than one) 

 Interest 

 Total revenues 

 

                                                 
3
 Dropkin, Murray and LaTouche, Bill, The Budget-Building Book for Nonprofits, San Francisco:  Jossey Bass, 

1998. 
4
The basic steps were drawn from the “Developing and Improving your Budgeting Process” in Hankin, Seidner, and 

Zietlow. Financial Management for Nonprofit Organizations, 1998, p. 150-164. 
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While preparing the expense portion of the budget, be sure to look at inflationary increases, 

changes in the environment, anticipated program changes, additional resources needed, and labor 

cost issues.  Typical expenses included in budgets include: 

 

 Operating expenses in detail (i.e. salaries, fringe benefits, rent, etc.) 

 Program specific expenses 

 Fundraising expenses 

 Total expenses 

 

At a minimum, a budget should contain the categories found in the organization’s IRS Form 990 

(annual information return form).   Budgets should be broken down between the organization’s 

budget and each projects/department’s budget.  Each should have its own set of rules and should 

be coordinated.   

Step 4  

Budget review and recommendation by the finance committee and approval by the full board.  

Step 5 

Periodic review of the budget to help the organization remain tied to mission and goals, control 

fiscal activities, and re-allocate resources as needed.  Internal financial statements are often used 

for periodic review and should be prepared at least quarterly.   This allows the board of directors 

to review the organization’s activities and spending as these relate to the proposed budget.  A 

financial update should be on the agenda of every board meeting. 

 

It is important to remember that the budget is a guide and may need to be adjusted during the 

year by the board.  For instance, adjustments should be made in situations where the organization 

experienced some major change in events.  Many organizations revisit the budget on or about the 

mid-point of their fiscal year and determine if adjustments should be made, subject to approval 

by the board.   

 

Financial Statements 
Financial statements provide board and staff with information on actual revenues and 

expenditures, statement of financial position/balance sheet and statement of cash flows 

throughout the budget year, and should be reviewed no less than quarterly.  These reports should 

indicate how the organization is operating in relationship to the budget.  By highlighting budget 

variances, the board can identify significant variances from planned expenditures and revenue, 

understand the source of the variances, and determine if action is needed to keep the organization 

economically healthy.  Part of the orientation for each new board member should be a thorough 

review of the current year’s budget.  New board members should also be trained on how to read 

the organization’s financial statements.  Financial statements should be accompanied by notes 

(or a “variance report”) describing any material variations between actual and budgeted figures.
5
  

                                                 
5
Rather than provide financial statement notes or a variance report, treasurers or finance directors in some 

organizations rely on an oral report of any material variances at board or executive committee meetings. Such oral 

reports should be recorded in the minutes if not found in writing elsewhere. 
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For a full discussion of board member orientation, see Standards for Excellence educational 

resource packet, Board Member Responsibilities.  

 

These financial statements are only for the use of the board and staff, and are not required to be 

available to the general public.   

 

Additionally, despite the fact that no federal law requires that financial statements be made 

available to the public, unless they are part of another document that is publicly available, the 

Form 990 includes questions about whether or not the organization makes its governing 

documents, conflict of interest policy and financial statements, available to the general public 

and if so, how it makes them available.  For example, an organization may wish to post such 

documents on its own website, on another organization’s website, may provide copies upon 

request and/or allow in-person inspection at the organization’s office. 

Resources Spent on Program, Administration, and Fundraising 
Accepting the fact that fundraising and administration costs are necessary for running an 

effective and efficient nonprofit organization, assessing the relationship of program expenses to 

other expenses can be helpful.  Many variables impact the percentages spent on programs, 

administration, and fundraising.  A few of these variables include: age of the organization, size 

of the organization, popularity of the organization’s purpose, and different accounting 

procedures.  A single standard for all organizations is not appropriate in the nonprofit sector 

given the diversity of the programs and services offered.  Instead, each organization should 

monitor and set its own goals for percentages spent on programs, administration, and 

fundraising.  The Standards for Excellence:  An Ethics and Accountability Code for the 

Nonprofit Sector does not set percentages for organizations but requires that a nonprofit’s board 

should annually review the percentage of the organization’s resources spent on program, 

administration and fundraising.  Such review should be documented in the organization’s board 

minutes.   

 

With that said, nonprofits will want to set percentage goals for their distribution of expenditures 

for various purposes.  In determining guidelines for your own organization, you may want to 

refer to guidelines set by some of the charity watchdog groups and federated funders.  Perhaps 

the most useful comparison that nonprofits can make when determining if their own percentages 

in program, administration, and fundraising are appropriate is a comparison made between 

similar organizations.  Certain types of organizations, such as museums and food banks, have 

sub-sector industry associations that publish such figures for comparison.  For organizations that 

are not members of associations that provide such peer comparisons, organizations can simply 

conduct a peer comparison on their own.  For a sample peer comparison worksheet, please see 

Attachment E, Exhibit 2.  You can complete a peer comparison for your own organization by 

using resources like publicly available form 990s, available free of charge from GuideStar.org.    

        

Audits 
The Standards for Excellence code  calls for an independent audit for organizations with revenue 

in excess of $500,000.  Many foundations and resource granting agencies request a copy of an 
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organization’s annual audit in grant proposals.
6
  Organizations with revenue under $500,000, 

depending on the state law, may be required to have a formal review completed by a CPA. 

 

Many organizations are subject to special requirements for audits depending on their geographic 

location and/or their funding sources.  In certain states, if a charitable nonprofit receives 

charitable contributions equal to or exceeding a certain amount, an audit must be performed.  

This amount varies from state to state; check with your state government for requirements.  

Some organizations have a by-law provision requiring an audit.  Others are required to complete 

an audit because their funding sources (i.e., United Way or a government entity) require an audit.  

 

An annual audit is an examination of an organization’s financial systems and transactions at the 

end of a year by an independent, certified, professional auditor.  The audit assesses whether or 

not financial statements have been prepared in conformity with Generally Accepted Accounting 

Principles (GAAP)
7
 or Other Comprehensive Basis of Accounting commonly referred to as 

OCBOA.   The audit is an assessment or professional judgment of the financial statements 

prepared by an organization’s management.   An auditor seeks to understand the nature of an 

organization, reviews and evaluates internal control procedures, confirms major transactions and 

balances, and tests underlying accounting records.  Auditors express an opinion on whether or 

not the financial statements present fairly, in all material respects, the financial position, the 

changes in the net assets and the cash flows, as of a certain date, and in accordance with GAAP   

 

Through a management letter, also known as an internal control letter, the auditor may identify 

deficiencies or weaknesses in an organization’s internal control system which the organization 

can accept, and incorporate necessary improvements into its internal control systems and 

procedures.  

 

However, the audit does not provide assurances on the details of all organizational operations.  In 

general, the audit does not evaluate or make judgments on issues like: 

 Quality of the management; 

 Organizational effectiveness or efficiency in its operations; 

 Fundraising solicitation;  

 Fair compensation payment; or   

 Guarantee that no fraud exists.  

 

Key components of an audit include: 

 Independent auditors signed opinion; 

 Statement of Financial Position; 

 Statement of Activities; 

 Statement of Functional Expenses; 

 Statement of Cash Flows; 

 Notes to Financial Statements;   

                                                 
6
Please see Attachment A for information on reviews and compilations, which are other forms of outside financial 

review. 
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 Management Letter, if any; and 

 The auditor’s communications with those charged with management and governance, in 

line with the Statement on Auditing Standards 114 from the American Institute of 

Certified Public Accountants (AICPA). 

 
2009 Accounting Standards Codification and 2006 Audit Standards Revision   
In 2009, FASB (the Financial Accounting Standards Board) adopted its FASB  

Accounting Standards Codification (ASC) which re-organized thousands of accounting standards 

and pronouncements into roughly 90 different accounting and reporting topics, displaying all 

topics using a consistent structure in an online research tool.  FASB-ASC is now the only source 

of authoritative Generally Accepted Accounting Principles (GAAP) recognized by the Financial 

Accounting Standards Board (FASB) to be applied to nongovernmental entities. It simplified 

user access by codifying all authoritative US GAAP in one place, and by updating them as 

Accounting Standards Updates are released. For more details on FASB ASC, visit 

http://asc.fasb.org/ 

 

Also, AICPA Professional Standards now include the auditor’s responsibility to appropriately 

communicate, to those charged with governance and management, deficiencies in internal 

control that an auditor has identified in an audit of financial statements  Under these new 

standards, deficiencies are segregated into three categories:  “deficiencies in internal control,” 

“significant deficiencies,” and “material weaknesses.”  (Please see this educational resource 

package’s Attachment A-Glossary of Terms for more information on these terms)mong other 

things, under these standards, auditors are required to more carefully scrutinize internal control 

deficiencies to determine if they rise to the level of significant deficiency or material weakness.  

Such additional reporting requirements increase the number of management letters issued 

compared to past years.  Auditors are also required to perform more thorough reviews of the 

organization’s internal controls, including obtaining a thorough knowledge of the five 

components of internal control: control environment, risk assessment, control activities, 

information system, and monitoring. 

 

In addition, these AICPA Professional Standards include requirements related to who drafts a 

nonprofit’s financial statements on which the audit is based.  Depending on whether or not the 

nonprofit’s personnel is capable of preparing the statements on their own, or have the skills to 

take responsibility for them, may trigger a significant deficiency in the organization’s 

management letter. 

 

Audit Committee and the Sarbanes-Oxley Act 
The Sarbanes-Oxley Act of 2002 addresses governance standards and financial oversight in 

publically traded companies. It does not specifically regulate these issues in the nonprofit arena, 

with two notable exceptions, making it a federal crime to: a) retaliate against anyone providing 

information concerning a federal offense (a whistle-blower); and b) to destroy or conceal any 

document (or persuade somebody else to do so) in an attempt to obstruct a federal investigation. 

However, several states have established legislation applying certain other Sarbanes-Oxley 

provisions to nonprofit organizations. In addition, prominent nonprofit institutions and the 

Standards for Excellence: an Ethics and Accountability Code for the Nonprofit Sector have 

recommended to all nonprofits the adoption of several additional governance standards in line 

http://asc.fasb.org/


 8 

with the Sarbanes-Oxley Act, such as the adoption of a code of ethics, the adoption of a policy 

on conflicts of interest and the establishment of an audit committee. 

 

The audit committee should assist the board with selecting and overseeing the auditors, and 

reviewing the auditor reports and communications.  This committee could also function as a 

Finance Committee and should include members entirely composed of independent members 

who are free from conflicts, receive no compensation, and should have at least one financial 

expert in its ranks.  Membership in the Audit Committee typically numbers about three to six 

individuals.  The audit committee should also recommend to the full board the approval of audit 

results.  This committee should meet in private session at least annually to assess management’s 

effectiveness and also hold periodic private meetings with the independent auditors.
8
  In practice, 

many organizations have a Finance Committee which functions as the Audit Committee.  The 

Form 990 asks whether the organization has a committee that assumes responsibility for 

oversight of the audit, review, or compilation of its financial statements and selection of an 

independent accountant.  A sample Independent Nonprofit Auditor Policy is provided  as 

Attachment C. 

 

Auditing firms vary widely in terms of their range of skills and experience.  A nonprofit 

organization, with the assistance of its audit committee, should choose its auditing firm carefully.  

Auditors retained to audit a nonprofit’s books should have experience with nonprofit 

organizations and the special accounting principles developed for nonprofit organizations.   

To learn about the potential auditors experience with nonprofits, nonprofits should: 

  

● Release a request for proposal (RFP) to narrow the field of potential auditors;  

● Request a qualifications letter or proposal letter from potential auditor firms.   

● Check references for potential auditors. 

 

It is recommended that nonprofits put their audits out to bid at least every three to five years in 

order to keep the auditor’s careful assessment of the organization’s operations fresh and sharp.  

When selecting your organization’s auditor, you should take care to avoid conflicts of interest 

and to avoid utilizing your audit firm for any non-auditing services (with the exception of the 

Form 990 preparation) without getting such engagements pre-approved by the audit committee.
9
  

One of the bidders may be the organization’s current audit firm. In this case, a condition for 

retaining the same audit firm should be the rotation of the partner in-charge of the audit every 

three years or less. 

 

A sample Request for Proposal for retaining an auditing firm is in Attachment B.  This sample 

can also be used as a basis for smaller organizations that  are contracting with a Certified Public 

Accountant for a review or a compilation. 

Form 990 

The Form 990 is the annual information return required by the Internal Revenue Service for 

nonprofit organizations that reach specified revenue thresholds.  The thresholds for the Form 990 

are gross receipts of $200,000 or more, or if total assets are $500,000 or more.  Many 

                                                 
8
 Learning from Sarbanes-Oxley:  A Checklist for Nonprofit Organizations and Foundations, Independent Sector. 

9
 Learning from Sarbanes-Oxley:  A Checklist for Nonprofit Organizations and Foundations, Independent Sector. 



 9 

organizations that do not meet the thresholds for filing the Form 990 must file the 990-EZ.  

Organizations whose annual gross receipts are normally $50,000 or less annually file the 990-N, 

also called the e-postcard, outlining their expenses and revenues.  Organizations that do not file 

their required Form 990 for three consecutive years will automatically lose their tax-exempt 

status.  Even though the IRS may permit an organization to file the 990-EZ or the 990-N, it is 

worth exploring whether or not the organization’s funders (including foundations, corporations, 

workplace/federated campaigns or others) mandate the Form 990 for their own reporting 

requirements.  

 

The Form 990 consists of a core form to be completed by all tax exempt organizations and a 

collection of sixteen possible supporting schedules.  The Form is designed to enhance 

transparency for the Internal Revenue Service and the public, to promote compliance with the 

Internal Revenue Service regulations, and to improve consistency.   

 

While the form has undergone several changes and revisions over the years, the revisions of the  

Form 990 released in 2008 have been the major changes in the document since 1979.  Nonprofits 

should pay special attention to the revised Form 990 and its accompanying instructions for 

completion. 

 

Board oversight of the Form 990 is needed.  The organization should ensure that members of the 

board receive a copy of the organization’s Form 990 prior to filing.  A 990 Board Oversight 

policy is provided in this packet as Attachment D. 

 

 
 

Selected Resources for Financial Budgeting, Reporting, and Monitoring 
 

Books, Articles, and Websites 

 

 American Institute of Certified Public Accountants (AICPA), Audit and Accounting Guide, Not-

for-Profit Entities, March 1, 2014 

 

Nonprofit Assistance Fund found at www.nonprofitassistance fund.org 

 

Nonprofit Accounting Basics found at www.nonprofitaccountingbasics.org 

 

Nonprofit Controllers Manual, Craig R. Stevens and Martha L. Benson, Warren, Gorham 

&Lamont, Thomson Reuters. 

 

Shim, Jae K.; Siegal, Joel G.; Simon, Abraham J., Handbook of Budgeting for Nonprofit 

Organizations, Englewood Cliffs: Prentice Hall. 1996. 

 

Attachments 
 Attachment A:  Glossary of Terms associated with financial planning and monitoring, 

Standards for Excellence Institute  
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 Attachment B: Sample Request for Proposal (RFP) for an Audit, Standards for 

Excellence Institute  

 Attachment C: Sample of Independent Nonprofit Auditor Policy. Standards for 

Excellence Institute 

 Attachment D:  Sample Board’s Review of the 990 Policy, Standards for Excellence 

Institute 

 Attachment E:  Effective Fiscal Management Standards for Excellence Institute 

 Attachment F:  Sample section of board minutes reflecting review of percentages spent 

on program, administration & fundraising Standards for Excellence Institute 
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Attachment A 
Glossary of Terms 

 
 
 

 

Audit 

A financial audit, or more accurately, an audit of financial statements, is the verification 

of the financial statements of a legal entity by an independent auditor.  Such verification 

is usually expressed in an audit opinion intended to provide reasonable assurance, but not 

absolute assurance, that the audited financial statements present fairly, in all material 

respects, the financial position of the institution, as of a certain date, and in accordance 

with generally accepted accounting principles in the USA (GAAP-see below). 

Budget 
 

Plan of the organization stated in terms of money. The operating budget outlines planned 

revenues and expenses resulting from operations and for a set amount of time. The capital 

budget shows planned purchases of fixed assets or capital acquisitions of major items 

with a useful life of at least five years (i.e. land, buildings, equipment, vehicles, etc.). 

 

Certified Public Accountant (CPA) 
 

The statutory title of qualified accountants in the United States who have passed the 

Uniform Certified Public Accounting Examination and have met additional state 

education and experience requirements for membership in their respective professional 

accounting bodies and certification as a CPA. In most U.S. states, only CPAs who are 

licensed are able to provide opinions on financial statements. (The exceptions to this rule 

are Arizona, Kansas, North Carolina and Michigan). 

 

Compilation 
 
The statement that a CPA must include in any compilation of financial statements, explains its 

nature: “A compilation is limited to presenting, in the form of financial statements, information 

that is the representation of management. We have not audited or reviewed the accompanying 

financial statements, and, accordingly, do not express an opinion or any other form of assurance 

on them.” 

Deficiency in Internal Control 

Term used by auditors to describe a deficiency in internal control over financial reporting 

occurring when the design or operation of a control does not allow management or employees, in 
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the normal course of performing their assigned functions, to prevent or detect misstatements on a 

timely basis. 

 

FASB Accounting Standards Codification (FASB-ASC) 

Released on July 1
st
, 2009, the FASB-ASC is now the only source of authoritative Generally 

Accepted Accounting Principles (GAAP) recognized by the Financial Accounting Standards 

Board (FASB) to be applied to nongovernmental entities. It simplified user access by codifying 

all authoritative US GAAP in one spot, and by updating them as Accounting Standards Updates 

are released. 

 

FASB 116 
 
Historical name of statement number 116 from the Financial Accounting Standards Board from 

1993, now included in FASB-ASC, which is the primary guidance relating to the recording and 

presentation of contribution revenue by nonprofit organizations. This statement introduced the 

terms “restricted revenue” and “net assets”, and requires that nonprofits record all unconditional 

contributions as revenue when notification of the contribution is received. This can cause 

significant fluctuations in the net assets of a nonprofit. For example, if it receives $1,000,000 

grant to be paid in five yearly installments, the nonprofit would have to record the entire 

$1,000,000 in year 1, causing a large increase in net assets. However, as the funds are spent in 

years 2-5, the net assets would show a decrease. These fluctuations can make it difficult to 

properly budget and are often confusing to the readers of financial statements and Forms 990. 

 

FASB 117 
 
Historical name of statement number 117 from the Financial Accounting Standards Board from 

1993, now included in FASB-ASC, which is the primary guidance relating to the financial 

statement presentation for nonprofits. It also mandated “functional reporting” of expenses 

(requiring nonprofits to show expenses based on the functions they benefit). FASB 117 requires 

all nonprofits to prepare the following four financial statements: 1) Statement of Financial 

Position (Balance Sheet);2) Statement of Activities (Income Statement/Profit & Loss 

Statement);3) Statement of Cash Flows (for institutions reporting on an accrual basis); and 4) 

Statement of Functional Expenses (for voluntary health and welfare organizations). 

 

Financial Flexibility 
 
Term used to describe the ability of a nonprofit organization to respond to unexpected needs and 

opportunities. It is usually assessed by examining the ratio between cash holdings and the total 

annual budget. 
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GAAP 
Generally Accepted Accounting Principles (pronounced “gap”), as apply to nongovernmental 

entities and now included in FASB-ASC (see above), have a specific meaning for accountants 

and auditors. The American Institute of Certified Public Accountants (AICPA) Code of 

Professional Conduct prohibits members from expressing an opinion or stating affirmatively that 

financial statements or other financial data “present fairly… in conformity with GAAP.” if such 

information contains any departures from the accounting principles included in FASB-ASC. 

GAAP included in FASB-ASC attempt to standardize and regulate accounting definitions, 

assumptions and methods. Because of them we are able to assume that there is consistency from 

year to year in the methods used to prepare an institution’s financial statements. 

In October 1999, the AICPA Council designated the Federal Accounting Standards Advisory 

Board (FASAB) as the body that establishes GAAP for federal reporting entities. FASAB 

publishes and constantly updates a Handbook identifying the “GAAP hierarchy” for federal 

reporting entities. This “hierarchy” lists the sources of accounting principles that are generally 

accepted, categorizing them in descending order of authority. 

Key Performance Indicator (KPI) 
Key Performance Indicators or KPIs are generally calculated for nonprofits based on 

figures found in their IRS Form 990. Such KPIs, may include ratios like fundraising 

efficiency, ratios on fundraising/administration/program expenditures.  KPIs are based on 

how the organization codes or categories expenses throughout the year.  Nonprofits are 

often evaluated by outside organizations based on their KPIs. 

 

 

Liquidity 
Is a measure of the extent to which an organization has cash (or assets that can be quickly 

converted into cash) to meet immediate and short-term obligations. Higher ratios of current assets 

to current liabilities denote greater liquidity. 

 

Material Weakness 

Is an auditing term indicating that there is a deficiency, or a combination of deficiencies, in 

internal control in financial reporting, such that there is a reasonable possibility that a material 

misstatement of the institution’s annual or interim financial statements will not be prevented or 

detected on a timely basis. 

 

Net Assets 
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Assets are what you have or you are owed. Liabilities are what you owe to others. The assets 

minus the liabilities are the net assets. 

Assets-Liabilities=Net Assets 

Review 
A review of financial statements by a CPA implies more than a Compilation (see above). It is an 

assurance engagement, and needs to be planned and performed to obtain a limited level of 

assurance that the financial statements are free of material misstatement. A review engagement 

requires the accumulation of review evidence that will provide the CPA with a basis for obtaining 

reasonable assurance that there are no material modifications that should be made to the financial 

statements to be in accordance with the applicable financial reporting framework. That compares 

with an auditor’s objective, which is to accumulate greater evidence to obtain a high level of 

assurance. Limited assurance can generally be obtained by performing analytical and inquiry 

procedures while an audit contemplates much greater testing through inspection, observation, 

confirmation and the examination of source documents. 

 

SAS 114 
Is one of the Statements on Auditing Standards issued by the American Institute of Certified 

Public Accountants (AICPA), now included in FASB-ASC, and it refers to the auditor’s 

communication with those charged with governance. 

It establishes standards and provides guidance in relation to an audit of financial statements, 

describing the role of communication, legal considerations, those who are charged with 

governance, management, matters to be communicated, the communication process, and the 

documentation. The auditor should directly inform the audit committee, the finance committee or 

the Board of certain matters, including qualitative aspects of the organization’s significant 

accounting practices; significant difficulties, if any, encountered during the audit; uncorrected 

misstatements, if any; disagreements with management, if any; other findings and issues, if any; 

material corrected misstatements, if any; representations the auditor is requesting from 

management; and, management consultations with other accountants, if any.  

 

Significant Deficiency 
Is an auditing term referring to a deficiency, or a combination of deficiencies, in internal control 

over financial reporting that is less severe than a material weakness, yet important enough to 

merit attention by those responsible for oversight of the institution’s financial reporting. It 

adversely affects the institution’s ability to initiate, authorize, record or process financial data 

reliably and in accordance with GAAP, such that there is more than a remote likelihood that a 

consequential misstatement in the financial statements will not be prevented or detected. 

 

Statement of Activities 
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It used to be called the Income Statement and shows the nonprofit organization’s income and 

expenses for a specific period of time. Its result shows a surplus or a deficit, affecting the 

organization’s net assets. 

 

 

 

Statement of Cash Flows 
 

The primary purpose of this financial statement is to provide information about receipts and 

payments of an organization during a period of time. The focus of the statement of cash flows is 

on cash inflows and outflows over the course of the year, or during a set period of time.  It also 

provides information about the organization’s ability to generate cash to meet obligations and 

other financial needs, while classifying cash effects into those arising from operations, investing 

and financing transactions.  

 

Statement of Financial Position (sometimes called balance sheet) 

Although for nonprofits the name for the balance sheet was changed into statement of financial 

position, the basic concept remained the same: this statement shows the overall financial position 

of a nonprofit organization at a given time. It shows the accumulated results of all the years of the 

organization’s operations put together. It describes and summarizes the assets,  liabilities and net 

assets, under the equation shown above (under Net Assets). 
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Attachment B 
Sample Request for Proposal Letter to send to Potential Auditing Firms 

 
Date 

 

Dear Colleague: 

 

Name of Organization, a XX year old 501(c)(3) organization, is requesting proposals to perform the 

audits of their financial statements as of Date.  It is the policy of the Board of Directors to periodically 

request bids for the audit.    

 

Accounting records are maintained on the XX computerized general ledger system.  Payroll records, tax 

deposits, and required payroll reporting is done through PAYROLL FIRM. . 

 

The staff of Name of Organization will provide the following information for the field work: 

 

(Indicate what you will be able to provide to the auditor.) 

Financial Statements    Detail General Ledger and Trial Balances 

Schedule of Accounts Receivable  Schedule of Furniture & Fixtures and Depreciation 

Schedule of Accounts Payable   Schedule of Accruals 

Schedule of Deferred Revenue   Copies of all leases 

Copies of all grant and contract documents Copies of all minutes of the Board of Directors 

Any additional information requested prior to the start of the audit. 

 

It is expected that the final audits be available by Date. 

 

The staff of Name of Organization will prepare the 990.  Or alternatively, “Include the cost of preparing 

the 990 in this bid.” 

 

A copy of the audit for the year ending Date of last audit is included.  Additional information may be 

found at Guidestar.org.  Or alternatively, “This is the first audit for the organization.” 

   

The reply to this proposal should include the following: proposed fee for one and for three years, 

estimated on-site time required to complete the audit, names partner in charge and of  key members of the 

team who will be assigned to do the field work and perform the final review, and a list of references 

(nonprofits preferred.)  Proposals should be limited to three typewritten pages. Submit one copy of your 

proposal to  our Treasurer  c/o Name of Organization by Date. 

 

Proposals will be evaluated by the audit committee of the organization.  The selection of the auditor will 

be based on a combination of fees, required time to complete the audit, and evidence of proficiency in the 

auditing of nonprofit organizations.  The final decision will be made by the board of directors by  Date.  

 

Please call me if you need additional information.  

 

Sincerely, 

 

 

Person requesting RFP  

Enclosures 
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Attachment C 

Sample Independent Nonprofit Auditor Policy, 

Standards for Excellence Institute 
 

ABC Nonprofits is committed to ethical and accountable practices in its financial management 

and reporting.  As such, ABC Nonprofit works to ensure the highest standards in auditor 

independence are in place.  

 

It is the policy ABC Nonprofit to contract with the Certified Public Accountant firm selected by 

the board, after considering the advice of the audit committee, to annually audit the organization.  

Contracts for the auditing firm shall not exceed three years. 

 

At the end of the contract with the auditing firm, the organization’s Treasurer (with assistance 

from staff and the audit committee), will solicit bids and interview a minimum of three Certified 

Public Accountant firms that specialize in auditing for nonprofit organizations and make a 

recommendation to the board of directors for final selection. 

One of the bidders may be the organization’s current audit firm. In this case, a condition for 

retaining the same audit firm should be the rotation of the partner in-charge of the audit every 

three years or less. 

The audit contract will include a clause allowing ABC Nonprofit to contract with another firm 

before the end of the contract period if the firm provides unsatisfactory service or if a full audit is 

not required.



 18 

Attachment D 

Sample Board Review of Form 990 Policy 
 

ABC Nonprofits is committed to appropriate fiscal oversight by the organization’s board of 

directors.  As such, ABC Nonprofit works to ensure the highest standards in review of its 

Internal Revenue Service Form 990. 

 

Each year, prior to the submission of the organization’s Form 990 to the Internal Revenue 

Service, each voting member of the board of directors shall be provided with a copy of the final 

Form 990 as completed by the (organization’s management/organization’s Certified Public 

Accountant).  Board members shall be provided with at least five business days to review the 

Form and should have an opportunity to raise questions, make suggestions, and address any 

potential problems or concerns with the ___________________ (CFO, the Treasurer or the 

Audit Committee). 

 



 19 

Attachment E 
Effective Fiscal Management 10 

  

 

Board members have a fiduciary responsibility get the most out of, and protect, the assets of their 

organization.  Protection can be any of the following: 

 A policy that requires a bid on office supplies.  

 A review of a maintenance schedule for the organization’s heating system. 

 A periodic review of financial reports.   

 Engaging an auditor.  

 Having sufficient insurance coverage. 

 

Although the entire Board shares responsibility for the financial stability of the organization, the 

Treasurer and the Finance/Audit Committee are often charged with doing much of the analysis 

and planning. 

 

Financial Planning and Analysis 
 

Every nonprofit needs to do financial planning.  In order to plan for the future, it is important to 

know where the organization has been in the past.  A document that summarizes the 

organization’s financial history (Exhibit 1) and a companion piece that compares the 

organization with similar groups (Exhibit 2) provides information on which to base policy 

decisions. 

 

Nonprofits (with the exception of those with few assets and minimal revenues) are required to 

complete an annual information report (the Form 990).   These reports are filed with the Internal 

Revenue Service and are available for public inspection, which includes but is not limited to their 

posting on GuideStar.org.  This makes it possible for anyone with access to the internet to review 

a nonprofits’ financial status.    

 

There are some basic ratios (see Exhibit 3) and rules of thumb that can be used when analyzing a 

nonprofit’s financial performance: 

 

Rule 1: The percent of total expenses that are used for program activities should 

exceed 75%.  In other words, a minimum of three out of every four dollars spent should 

go toward program.   However, the fact that a nonprofit spends a lot on programs does 

not necessarily mean that their programming is effective.   There are nonprofits that have 

a high percentage of administrative costs and still have high quality programming.   But 

since charity watchdog groups, workplace giving campaigns, and the IRS place 

importance on this percentage, it needs to be monitored by the Board of Directors(an 

                                                 
10

 (c) Standards for Excellence Institute 2005-2015.  
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example of resolution confirming the board review and approval of these expenses is 

included in Attachment F) 

 

Rule 2:  For every dollar spent on fundraising, the organization should raise three 

dollars.   This measures the effectiveness of the dollars spent on fundraising.   There is a 

tendency for organizations to understate this amount or report it as part of management 

and general expenses.   A too-high ratio can convey the message that the organization’s 

accounting is poor rather than the fundraising is stellar.   

 

Rule 3:  An organization should have 90 to 180 days of expendable net assets 

(reserves).   If your organization lost all of its funding tomorrow, there should enough in 

reserve to continue program operations for three to six months.  Organizations also risk 

having reserves that are too large.   Nonprofits are in the business to deliver services in 

furtherance of their mission, not to accumulate wealth. 

 

Rule 4: There should be an increase in unrestricted net assets in three out of every 

four years.  The occasional dipping into reserves is acceptable but a consistent pattern of 

spending more funds than have been received will likely put the organization out of 

business.     

 

Rule 5: Any decrease in unrestricted net assets should amount to no more than 20% 

of the net asset amount at the beginning of the fiscal year.  Larger amounts indicate 

that the organization failed to react to shortfalls in revenue or overspending in a timely 

manner. 

 

Once the Finance/Audit Committee and the Board know where they are, they can decide where 

they want to go.  As a sample case, an organization currently has only 15 days’ worth of 

expendable net assets.  The Board decides that the goal should be 60 days’ worth.   The Board 

can then incorporate a plan to increase the expendable net assets in their annual budgeting 

process.   These decisions should be recorded as part of the Board minutes to ensure that new 

members understand the rationale for decisions that impact the long-term financial health of the 

organization. 

 

 

Annual Budgets 

 

The operating budget is a one-year financial map that the Board provides the staff to guide 

them in their work.  The preparation of an annual operating budget is generally the staff’s 

responsibility.  The Finance Committee and the full Board review and approve the budget.    

Before approving, the Board should be confident that: 

 

 Expenditures are consistent with organizational priorities. 
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 Revenue projections are reasonable and achievable. 

 There are contingency plans in place to reduce spending should uncommitted revenues 

fail to materialize. 

 Significant changes from the prior year’s actual performance are justified. 

 The budget takes into account Board established policies such as depreciation, reserves, 

and investments. 

 

In addition to the operating budget, the Board should have a capital budget to ensure the any 

property is maintained, technology is kept up to date, and expansion is planned (as opposed to 

being reactive).    

In for-profit organizations, success is, in part, measured by the amount of profit at the end of the 

year.   In nonprofits, success is based on meeting the budget, both revenues and expenses.   

The Finance/Audit Committee and the Board have the responsibility of monitoring actual 

performance against the budget (at minimum quarterly) by reviewing Interim Financial 

Statements, including: 

 Year-to-date revenue and expense reports  (Exhibit 4)  

 Balance sheet (Exhibit 5).    

 

There should be reasonable explanations for significant variances between budget and actual 

amounts.  When reviewing the financial reports, the focus should be on the line items that most 

impact the overall performance.  The balance sheet should be reviewed to ensure that there is 

sufficient cash to meet short-term needs.   Corrective action should be taken if necessary.    

 

The Annual Audit 

 

The audit is a confirmation, by an independent source, that an organization’s financial 

reports are fairly presented.  The IRS does not require that every nonprofit have an audit, but 

funders such as United Way and foundations may require audits.   Organizations receiving 

government funds are often subject to audit requirements.   State charitable solicitation laws may 

also call for an audit.  

 

The Board has several responsibilities regarding audits: 

 The audit needs to be put out to bid periodically, generally every three to five years. 

 An auditor needs to be selected and engaged. 

 The auditor has a professional obligation to present the draft audit and the management 

letter (if any) to the Board and a designated Finance or Audit Committee.  The Board 

has to make itself available for this presentation.   

 The audit needs to be approved. The entire Board should receive a copy of the audited 

accounts and approve them, considering the advice of the audit/finance  committee. 

 Ensure that the recommendations in the management letter, if any, are implemented. 

 

The highest level of assurance an auditor provides, is an unqualified “clean” opinion.  This 

should always be the goal.  A qualified opinion frequently occurs when the organization is not 
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following the Generally Accepted Accounting Principles (now included in the Financial 

Accounting Standards Board Accounting Standards Codification (FASB-ASC). 

 

Financial Policies 

 

The Board has a responsibility to set policies ensuring that the organization’s assets are 

protected.    These policies include but are not limited to: 

 

 Investment policies that provide risk guidelines for the investment of the organization’s 

funds and establish a process for reviewing investment performance. 

 Purchasing policies that describe the process for selecting vendors for the purchase of 

goods and services.  

 Internal control policies that clearly segregate duties.   This is the key to good internal 

controls.  No one person should be responsible for a transaction from start to finish. The 

internal control policies should be documented in an accounting manual that is adequate 

for the size and complexity of the organization.  

 Insurance coverage policies that the Board should periodically ask for an update.  The 

coverage should be periodically reviewed to determine  adequacy.   Any decision to 

forego basic insurance coverage, such as General Liability or Directors and Officers 

Liability, should be made by the Board as a whole and documented in the minutes. 

 Cash reserves (unrestricted current net assets) that ensure that the organization will meet 

its financial obligations in a timely manner. 

 

 

WHAT A GOOD BOARD AND GOOD BOARD MEMBERS DO 

 

PRACTICES of an effective Board include: 

 

 Trains board members to be financially literate. 

 Ensures that payroll taxes are paid when due. 

 Approves an annual budget and has a contingency plan if budgeted revenues do not 

materialize. 

 Ensures that interim financial reports at prepared on a timely basis. 

 Regularly monitors actual income and expenditures versus the annual budget (at least 

quarterly.) 

 Requires compliance with generally accepted accounting principles (GAAP) for 

nonprofits. 

 Requires an independent annual audit. 

 Ensures that any shortcomings found in the audit process are corrected. 

 Reviews and approve the 990 form prior to its submission to the IRS. 

 Plans to have sufficient reserves available so that the organization could sustain a cut in 

funding, a long delay in the payment of funds, or an extraordinary expense. 
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 Periodically reviews insurance coverage.   It should a board decision to forego any 

insurance coverage, especially general insurance and directors and officers’ liability 

insurance.  

 Ensures that all planning (strategic, programming, fundraising, budgeting) have 

consistent financial goals. 

 

 

PRACTICES of an effective Board member include: 

 

 Reads and understands the annual budget, interim financial reports, audited financial 

statements, and form 990. 

 Asks questions about anything in the financial report that is unclear. 

 Asks "What is important here?  What, if anything, do we need to worry about?" 

 Attends the presentation by the organization’s auditor and participates in the discussion 

of any problem areas. 

 

Exhibits based on IRS 2014 Form 990  
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EXHIBIT 1 HISTORIC ANALYSIS     
      

990 Line  REVENUE   BUDGET FY xx  FY xx   FY xx   FY 10xx  

Part VIII Statement of Revenue     

1a Federated Campaigns 52,000 51,863 65,228 65,011 

1b Membership dues     

1c Fundraising Events 410,000 408,144 396,222 385,231 

1d Related Organizations     

1e Government Grants (contributions) 499,000 499,691 499,203 499,583 

1f 

All other contributions, gifts, grants  

and similar amounts not included 

above     

2g  Program Services Revenue total 65,000 56,043 49,478 32,352 

3 

Investment Income  

(including income/dividends) 50,000 55,227 43,222 44,226 

8c 

Net income (or loss) from 

fundraising events 75,000 71,282 80,383 60,153 

      

45,6d,7d,9c,10c,11e All other revenue     

      

12 Total Revenue 1,151,000 1,142,250 1,133,736 1,086,556 

 EXPENSES     

Part IX Statement of Functional Expenses     

Line 25  

Column B  Program services 810,000 807,657 853,223 821,222 

Line 25 

Column C Management and general 183,000 183,605 185,302 181,223 

Line 25 

Column D Fundraising 80,000 79,235 58,223 53,886 

Line 25 

Column A Total Expenses 1,073,000 1,070,496 1,096,748 1,056,331 

      

Part I Line 19 Excess or (deficit) for the year         78,000      71,753    36,988      30,225  

Part X Line 27 EOY   Unrestricted Net Assets  2,086,889 2,015,137 1,978,149 

Part X Line 10a EOY  Land, buildings, and equipment  2,048,278 2,000,109 1,948,278 

      

 Expendable net assets  38,611 15,028 29,871 

      

Use of funds     

 Program services  75% 78% 78% 

 Management and general  17% 17% 17% 

 Fundraising  7% 5% 5% 
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EXHIBIT 2 COMPARATIVE ANALYSIS     
      

990 Line REVENUE Agency A Agency B Agency C Agency D 

Part VIII Statement of Revenue     

1a Federated Campaigns 51,863 - 33,023 109,347 

1b Membership dues     

1c Fundraising Events 408,144 47,547 42,377 317,367 

1d Related Organizations     

1e 

Government Grants 

(contributions) 499,691 1,343,224 1,290,533 618,071 

1f 

All other contributions, gifts, 

grants  

and similar amounts not 

included above     

2g Program Services Revenue total 56,043 27,505 28,352 82,388 

3 

Investment Income  

(including income/dividends) 55,227 - - 79,795 

8c 

Net income (or loss) from 

fundraising events 71,282 - - 99,191 

      

4,5,6d,7d,9c,10c,11e  All other revenue     

      

12 Total Revenue 1,142,249 1,418,276 1,394,285 1,307,662 

 EXPENSES     

Part IX 

Statement of Functional 

Expenses     

Line 25 Column B  Program services 807,657 1,174,572 1,072,412 1,087,880 

Line 25 Column C Management and general 183,605 246,131 217,447 69,035 

Line 25 Column D Fundraising 79,235 - 29,546 112,772 

Line 25 Column A Total Expenses 1,070,496 1,420,703 1,319,405 1,269,688 

      

Part I Line 19 Excess or (deficit) for the year 71,753 (2,427) 74,880 37,974 

      

Part X Line 27 EOY  Unrestricted Net Assets 2,086,889 257,028 563,148 5,129,936 

Part X Line 10a 

EOY   Land, buildings, and equipment 2,048,278 157,161 123,521 4,696,788 

      

 Expendable net assets 38,611 99,867 439,627 433,148 

      

Use of funds     

 Program services 75% 83% 81% 86% 

 Management and general 17% 17% 16% 5% 
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 Fundraising 7% 0% 2% 9% 

      

Fund raising effectiveness 6.71  2.55 4.66 

      

Days of unrestricted net assets 702 65 154 1455 

      

Days of expendable net assets 13 25 120 123 

      

Part VII Executive Director's Salary 46,750 61,000 42,750 106,903 
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Exhibit 3:  Basic Financial Ratios Commonly Used by Nonprofits 

 Reliance Ratio =  Largest sources of income 

 Total income 

The higher this ratio, the more dependent the nonprofit is on the income provided by only a few 

sources, making it financially vulnerable. It is usually a call to efforts to diversify income sources. 

A high concentration on revenue from only a few sources is usually included by auditors in the 

notes to the audited financial statements. 

 

 Earned Income Ratio = Total earned income 

Total income 

Usually, the higher this ratio, the more autonomy and flexibility the nonprofit has. 

 

 Personnel Costs Ratio = Total salaries, payroll taxes and benefits 

Total expenses 

In nonprofits, personnel costs are usually the most important costs and, therefore, they are 

closely monitored. 

 

 Benefit Cost Ratio=  Total  payroll taxes and benefits 

Total salaries 

Payroll taxes and benefits are an important component of total personnel costs. This ratio allows 

comparison with benefits generally provided by other nonprofits. 

 

 Overhead Ratio=Total fundraising expenses+Total management & general expenses 

Total expenses 

Also called Support Services ratio, and indicates what percentage is spent in overhead, as 

opposed to program services. This ratio is closely monitored funders and nonprofit watchdogs. 

 

 Fundraising Effectiveness Ratio= Amount raised   

associated with the event are allocated to fundraising. This would be an allocation problem, rather 

than a fundraising effectiveness one. 

 

 Days of Operation with Unrestricted Net Assets=Unrestricted Net Assets  X  360 

Total Expenses 

This ratio shows the total number of days that the nonprofit could continue, with the same level of 

expenses, if its sole source of funding is its own unrestricted net assets. It is commonly used to develop a 

policy on reasonable levels of unrestricted net assets (reserves). 

 

 Amount spent in raising it 

As indicated under Rule 2 of Effective Fiscal Management, the amount raised should be at least three 

times the amount spent in raising it. There are some exceptions to this rule of thumb; for example, while 



 2 

some events conducted by nonprofits have public relations, education, advocacy or information purposes, 

all the expenses
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EXHIBIT 
4 BUDGET AND ACTUAL     

    Goal 50% 

  

 LastYear 

ACTUAL  

ThisYear 

BUDGET 

ACT 

THRU 

% 

ACTUAL 

    12/31/20xx 

TO 

BUDGET 

         

  Contributions, Individuals          81,894          85,000          32,185  38% 

  Contributions, Corporations          51,250          55,000          35,000  64% 

  Foundation Grants        275,000        270,000        225,000  83% 

  United Way          47,500          47,500          23,750  50% 

  Other Workplace Campaigns            4,363            4,500            3,221  72% 

  Government        499,691        499,000        290,000  58% 

  Program Services          56,043          65,000          23,125  36% 

  Interest/dividends          55,227          50,000          22,441  45% 

  Walk-a-thon, net          46,760          50,000          33,125  66% 

  Golf, net          24,522          25,000   0% 

      

      

  Total Revenue      1,142,249      1,151,000        687,847  60% 

         

 EXPENSES     

 Salaries       725,128        725,000        355,124  49% 

 Pension         21,754          23,500          11,332  48% 

 Other Employee Benefits         79,764          85,000          44,125  52% 

 Payroll Taxes         59,823          59,000          28,801  49% 

 Accounting Fees           6,750            7,000            6,900  99% 

 Legal Fees           1,250               500                 -    0% 

 Supplies         16,251          16,000            8,331  52% 

 Telephone         18,351          18,500            8,226  44% 

 Postage           6,366            6,000            4,250  71% 

 Occupancy         48,123          49,500          24,750  50% 

 Equipment Rental         14,923          15,000            7,732  52% 

 Printing         15,333          11,000            8,500  77% 

 Travel           3,523            3,500            1,233  35% 

 Conferences           4,883            5,000            4,905  98% 

 Interest              588               500               221  44% 

 Depreciation         47,686          48,000          24,000  50% 

       

 Total     1,070,496      1,073,000        538,430  50% 

          

 Surplus (Deficit)         71,753          78,000        149,417    
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Exhibit 5 Balance Sheet as of 12/31/xx     
        

    
Insert 

Last Day Prior Fiscal Year 

Insert  

Last Day of Fiscal Year   

       

   Assets     

  Cash         45,368          80,411  

  Accounts Receivable        125,153         178,235  

  Prepaids           5,323            5,866  

        

  Plant & Equipment        324,225         342,336  

  Less Accumulated Depreciation       (259,380)       (256,752) 

        

  Total Assets        240,689         350,096  

        

        

  Liabilities and Equity     

  Liabilities - Accounts Payable         68,233          28,223  

        

  Total Liabilities         68,233          28,223  

    

 Equity   

 Net Assets        172,456       321,873 

    

 Total Equity        172,456       321,873 

     

  Total Liabilities and Equity        240,689         350,096 
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Attachment F 
Sample Section of Board Minutes Reflecting Review of Percentages Spent on 

Program, Administration & Fundraising 
 
 
The board reviewed the organization’s audited financial statements for the year   20XX.  The 

treasurer reported that the organization spent 82% on program expenses, 14% on administration, 

and 4% on fundraising expenses. 

 

Board member Jane Doe moved to accept the report, noting that the percentages spent in the 

three areas meet the annual goal set by the organization for itself and are also comparable with 

those of similar organizations, according to the comparative analysis completed by the CFO.  

John Smith seconded the motion.  The motion carried. 
  
 

 

 

 

 


